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Mr. Gary. The committee will come to order. 


NEW MEMBER OF COMMITTEE 


We have with us this morning for the first time the new member 
of our committee, Mr. Tom Steed, of Oklahoma, and we are delighted 
to have Mr. Steed as a member of this committee. 

Mr. Steed is new to the Appropriations Committee, and also new 
to this subcommittee. 

We are very happy that he has been assigned to this subcommittee, 
and I take great pleasure in welcoming him at this time. 

Knowing Mr. Steed as I do, I know he is going to be a valuable 
member and contribute a great deal to our deliberations. 

Mr. Canrievp. Mr. Chairman, may I on behalf of the Republican 
members of this subcommittee also extend a warm welcome to our 
friend and colleague, Mr. Steed. I know that he is a former news- 
paperman. I, too, Tom, belong to that fraternity. It is good also 
to know of your distinguished record of service not only in civil life, 
but also in the Armed Forces of our country. 

I am mindful of your personal dedication to your assignment in the 
House of Representatives. You are one of the ablest Members on the 
floor, and I cannot help but feel that you are going to like this com- 
mittee. I know we are going to like you. 

Mr. Sreminsxki. Mr. Chairman, Mr. Steed has also given a boy in 
battle for Uncle Sam; he is a great patriot. He is most welcome on 
this committee. 

(1) 
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Mr. Sreep. Mr. Chairman, I have been a member of several com- 
mittees of Congress, and several subcommittees, but I am a little 
overwhelmed at your very generous and kind remarks. I hope that 
I can somewhat approach your expectations. I am very delighted 
that I was assigned to this subcommittee because of my high regard 
for the men on it. I have seen you gentlemen bring this bill to the 
floor of the House many times, and have watched you conduct your- 
selves. I consider myself most fortunate indeed in being assigned 
to this group. 

Mr. Canrietp. Tom, I am sure you heard what the Secretary of the 
Treasury had to say when the committee met en bane day before 
yesterday about the Gary subcommittee. 

Mr. Streep. Yes, sir. 

Secretary Humpnrey. Mr. Chairman, as long as everyone is getting 
into this act, I would like to say something. “We have not had the 
yleasure of knowing Mr. Steed as you gentlemen have, but if your 
judgment about him is as good as it is about other people, we will be 
very happy to have hin, too. 

Mr. Gary. Thank you, Mr. Secretary. 

Mr. Sreep. I am just a little frightened in one wi ay; I have had 
occasion to cross trails with this subcommittee out in the field, and if 
they continue to work as hard as they were working when I saw them, 
I am going to have to move a little bit faster. 

Mr. Gary. One thing which we rather pride ourselves on here is that 
we have two Departments, Treasury and Post Office, in the operations 
of which politics should not play any part, and I do not think I have 
ever seen since I have been on this subcommittee any attempt on the 
part of members of the comittee to play politics in dealing with these 
two departments. 

Secretary Humenurey. That is right. 

Mr. Gary. If so, it has been on such rare occasions that it is the 
exception rather than the rule, and that, to my mind, makes it a 
pleasure to serve on the committee because we try to get the facts and 
find what is necessary to operate the Treasury and Post Office Depart- 


ments, because both of them are very vital to the people of our Nation 
and to the Nation itself. 


SUMMARY OF ESTIMATE 


We take up this morning the request of the Treasury Department. 
It appears that the appropriation for this Department for 1957 was 
$648,569,850. The estimate for 1958 is $713,831,000, which is an 
increase of $65,261,150. Of that amount $23,058,357 is attributable to 
the retirement fund contribution. 

We are pleased to have with us this morning the Secretary of the 
Treasury, and we shall be very glad to hear from you at this time, 
Mr. Secretary. 


GENERAL STATEMENT 


Secretary Humrnrey. Mr. Chairman, after the full day’s discus- 
sion that we had day before yesterday with the full Appropriations 
Committee, at which you gentlemen were all present, I think that this 

statement which I have prepared should be filed with you. I do not 
think it is necessary to go into a great deal of it as it was prepared 
prior to the time of that meeting, and covers the same ground. 
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Just for emphasis, however, I would like to run through 2 or 3 
pages of it with you, and we start at the top of page 3, if that is agree- 
able to you, because these pages really emphasize the points that we 
especially have in mind, 

Mr. Gary. Without objection, we will insert your entire statement 
into the record at this point, Mr. Secretary. 

Secretary Humpurey. Thank you, sir. 

You can insert the entire statement in the record, but in order to save 
your time I will not go over the entire statement with you again today. 

The pages which I would like to go over with you constitute a repeti- 
tion in and of themselves, but I think this part of it is really worth 
repeating, so that if you have any questions about it which were not 
asked in the full committee meeting, those questions could be asked 
now and answered at this time. 

(The statement referred to follows :) 


Mr. Chairman and members of the Treasury Subcommittee on Appropriations, 
before proceeding with a statement of the Treasury’s appropriation requirements 
for the fiscal year 1958 I want to say that it always gives me real pleasure to have 
an opportunity to consult with this committee. My associates at the Treasury 
share my appreciation of the courtesies and cooperation we always receive from 
you, and of the helpful suggestions which our discussions always produce. 

Through the joint efforts of the Congress and the administration the Federal 
Government is now living within its income. We had a $1.6 billion budgetary 
surplus for debt reduction in fiscal 1956. Another balanced budget, with a budget 
surplus, is in prospect for the current fiscal year. And the President has pro- 
posed still another balanced budget for fiscal 1958. 

Sound fiscal policies, coupled with effective monetary and credit actions taken 
by the Federal Reserve System, have contributed greatly to giving this country 
a dollar of remarkably stable purchasing power in recent years. As a result, 
our people have been able to go forward with confidence in their constructive in- 
dividual plans looking toward better living and more and better jobs: 

We are enjoying high peacetime prosperity, and that prosperity is reflected on 
many fronts. More people are at work at higher pay than ever before. Our 
national production of goods and services continues to set new records. 

At the same time the demands being made on our economy—Government and 
private—are greater than ever. A growing population in itself means increasing 
demands for the products of living that come from private enterprise. It also 
means growing demands on the essential services which Government provides. 

Our job is to meet these demands as far as possible and reasonable without 
bringing on price inflation which would depreciate our currency and disrupt the 
sound long-term growth of our country. 

The President has often said that the basie fiscal problem confronting this 
Government is how to meet the necessary costs of an adequate defense and other 
governmental activities and at the same time furnish the incentives necessary to 
a thriving, growing, and reasonably stable economy. Failure in either direction 
could well mean the gradual loss of our freedom and our wavy of life. 

This administration has a good record in economical and efficient management 
of the Federal Government. The civilian working force of the Government has 
been reduced by more than 234,000 persons: accounting and management pro- 
cedures have been greatly improved: some 400 Federal enterprises which com- 
peted with business have been terminated. 

Our reduction in Government’ expenditures 3 years ago made possible the 
greatest single tax cut in history, and stimulated the surge of national confi- 
dence which has created the prosperity of the past 2 years. These reductions 
in Government spending also helped to give greater stability to the cost of living 
than we have had before in a period of such prosperity. 

The cost of living has recently moved up somewhat in spite of monetary re- 
straints. Also, governmental expenditures and the number of Government em- 
ployees are now increasing. The remedy for this situation is for evervone to 
go to work, not simply to keep within the limits ef the budget, but to make ac- 
tual and substantial reductions through improved efficiency of our operations 
during the period of the next 18 months which the budget covers. 

I propose to see to it that the Treasury does its full share in that direction. 
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Every department of the Government must, with vigor and determination, mod- 
ernize and streamline their services. The management of every activity must 
be conducted with the possibilities of greater economies always in mind. 

As the President has pointed out, the Federal Government alone cannot suc- 
cessfully combat inflation. It must have the earnest cooperation of all individ- 
uals and groups of our citizens. Business leaders and labor leaders, through 
their wage and price policies, must make their full, constructive contribution. 
All other groups must also contribute to the common effort. 

We must seek the full cooperation of the public generally in limiting its de- 
mands upon the Federal Government for only essential Federal functions, es- 
pecially at this time when the economy is operating at such a high level. 
Requests should be avoided for services or assistance which properly can be 
suppiied by States or local communities or by the citizens themselves. 

We ask the support of the Congress, to restrict the appropriation of public 
money to amounts within those recommended in the budget which may be re- 
quired to carry out the necessary Federal functions. 

We must require every department and agency of the Government to take 
vigorous measures, without harm to either security or service to the public, to 
see that actual expenditures are kept well within the present budgeted figures 
between now and the end of the next fiscal year and, as the President has said, 
“search out additional ways to save money and manpower.” 

We must plan for the 1959 budget, giving urgent attention to making further 
reductions both in Government employment and in expenditures where these 
Savings wiil not lessen our security or the quality of the necessary services 
rendered to the public. 

This program will provide more effective control of our spending. It will 
become a desirable restraint on inflationary pressures through release to the 
private economy of added manpower and money which, in turn, can open the way 
to lower taxes, with a sharper spur to incentive and greater opportunity, and 
production and more and better jobs. 

On December 1, 1955, I called on the heads of Treasury bureaus to augment 
our current management improvement efforts with a special full-scale search 
for economies. 

Bureau heads called on field supervisors at all levels to examine critically 
each operation being performed, and employees were encouraged to contribute 
suggestions. 

Reports on the special search which we received monthly throughout 1956 
made it clear that the undertaking had been taken very seriously and was pro- 
ducing real economies in the way of better methods, better procedures, and 
better service to the public throughout the Department. 

Beginning in April 1956, we sent out 17 small inspection teams to visit some 
300 Treasury field offices all over the country, and make a firsthand survey of 
how the search for economies was working. 

The overall findings were highly encouraging, and made it evident that earlier 
efforts to economize had been sharply stimulated. 

A similar but more comprehensive inspection has now been started in the 
headquarters of the various bureaus, including those which have no field offices. 

As significant indications of the progress we have made, I might mention a 
reduction of our net space requirements, improved training programs, modern- 
ized accounting, developments in mechanization and automation, increased pro- 
duction at lower unit costs in production activities such as those of the Bureau 
of the Mint and the Bureau of Engraving and Printing, fewer accidents, simpli- 
fication of records and reports, reduction of records storage requirements, and 
active participation in the program by many more employees than ever before. 

Throughout the program we have emphasized to every Treasury office that 
the quality of the Department’s service to the public should in no way be 
impaired. 

At this point 1 would like, with your permission, to insert in the record a 
summary table showing our estimated requirements for the fiscal. year 1958 
compared with appropriations for the fiscal year 1957. 
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Annual appropriations for Treasury Department for 1957 and estimated requirements 
for 1958 


e millions of dollars] 
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| 
; | 1957 appro- 1958 | Increase |. of Ot lel 
Description priation | estimates | (+) or de- 
| | crease (—) |Retireme nt| 
| | contribu- | All other 
| | tion 
A. Regular annual appropriations for op- | | 
erating the Treasury: | | 
(1) Collecting the revenue: | | 
Internal Revenue Service__-} $305. 8 $331. 5 | +$25.8 | +$16.9 | +$8.9 
sams Baretu of Customs... 44.3 | 49.7 | +5.4 | +2.7 | +2.7 
2) Fiscal service: | 
Bureau of Accounts. 19.3 20.8 +1.5 +.5 | +.9 
Bureau of the Public Debt_. 45.5 46.7 | +1.2 | +1.0 +.2 
Office of the ‘Treasurer, | 
United States- | 15.1 | 18.7 | +3.6 | +.2 | +3.4 
(3) Coins: Bureau of the Mint_- 3.7 | 4.5 +.8 +.2 | +.6 
(4) Other bureaus: | | 
U.S. Coast Guard_______- 204. 2 230. 4 | +26. 2 | +1.1 | +25. 1 
Bureau of Narcotics. | 3.5 | 3.8 | +.3 | +.1 | +.2 
U. S. Secret Service 4.5 | 4.8 | +.3 +.2 | +.1 
(5) Administrative Offices of the | | 
Secretary......- icthdaadbhbioes 2.9 3.1 +.2 | +.1 | +.1 
Subtotal, regular annual | 
appropriation for operat- | | | 
ing the Treasury. .-__.-..| 648. 6 713.8) +653/ +231 +42. 2 
B. Limitation accounts: 
(1) Office of Production and De- | | 
fense Lending -.......-.------ 1.5 | 1.0 | ae OP ee —.6 
| | | ii. 
Subtotal, regular annual | | 
appropriations and limi- | 
tation accounts__.-...---- 650. 1 714.8 +64. 7 | +23.1 | +41.6 
C. Permanent appropriations: 
(1) Interest on the public debt_---- 7, 200.0 7, 300.0 | AID. G hacen cditinne | +100. 0 
(2) Interest on uninvested trust | 
CUONINS  Lhicctadddentibnse 5.9 6.2 SD Bsn ednatas +.3 
(3) Interest, refunding internal 
revenue collections. -_-.-..--- 53.8 BED Nicgacyubdcns rebdasdeaetheseccenibuin 
(4) Payment to unemployment | 
SEUNG SOR athe a ccngusatingnon 62.0 52.5 | See —9.5 
(5) Contributions for annuity 
benefits, White House Police | | 
and Se¢ret Services forces__-__- om a xccece sth beeen ditaed ha ecieleaediia 
() All CCDGP ice cepessamiess incmeeas 21.4 20.8 ere ban dacecqudoes } —.6 
Subtotal, permanent appro- 
Elia ne niin dias 7, 343.3 7, 433. 6 a +90. 2 
D, Statutory public debt retirements: 
(1) Retirements payable from ordi- } 
nary receipts and other statu- 
tory requirements............ 624. 0 CBR Oren sc ceses gh cme bb dat ad be idinicmees 
E. Refunds of receipts: 
(1) Refunding internal revenue | 
IIR tac geraats wormaccadcerces 3, 906. 4 4, 371.0 WERE © [n.6sccncnune +464. 6 
(2) Refunds and drawbacks, cus- | | 
toms aac ink teciceiaatte ia 26. 0 DR ik eticiniinne lrandnacastud losngeseensge 
(3) Refund of moneys erroneously | 
received and recovered--_...-} 4.0 25 i oe —-15 
1 eel 
Total, refund of receipts_..- 3, 936. 4 | 4, 399. 5 | GBB. 3 he seveeinttad- +463. 1 
Total, permanent appro- | | | 
yriations, statutory pub- | 
ic debt retirements, and 
refunds of receipts_......- i, 903. 7 12, 456.9 4-G8B8 bocsbcsctsned +555, 2 
P. Trast atepunte soi i lai is nik | 9, 497.9 10, 278, 1 i  ) eee ee +780. 3 
G, Claims, judgments and private relief 
NR. isc Aid bth adds denaoes seat 10. 6 | 6.7 | =O Sou —4.0 
a a a Rae al ad 
RE Gs eaiickcgcksibecesaousdes. 22,062.2 | 23, 456.5 +1, 394. 2 +-23.1 +1, 371.1 
| 
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You will note that the accounts have been grouped in the table into various 
classifications according to their purpose and nature. The appropriations and 
limitation accounts shown in the first group provide the funds for financing the 
regular operations of the Department. As you know, it is only in connection 
with these appropriations that we are in a position to exercise administrative 
discretion or control. The other appropriations and trust accounts shown in 
the table are beyond our reach since their requirements are determined by statute 
or other types of fixed commitments. 

With respect to the first group, the table shows an increase in the regular 
annual operating requirements of the Department of $64.7 million for the fiscal 
year 1958 over the corresponding appropriations for 1957. However, $23.1 
million of this increase is occasioned by the Civil Service Retirement Act 
amendments of 1956 (Public Law 854, 84th Cong.), which provide for the 
future financing of the cost of the Government’s contribution to the retirement 
fund from the regular annual operating appropriations from which employees 
are paid rather than by direct appropriation to the fund as in the past. 

Aside from the above change in funding for civil-service retirement, the 
table shows a net increase of $41.6 million for program operations of the De- 
partment in the fiscal year 1958. Of the $41.6 million increase, $25.1 million or 
slightly over 60 percent relates entirely to the United States Coast Guard. This 
is for essential boat and aircraft replacement and the implementation of the 
Reserve training program. 

Another $11.6 million or approximately 28 percent of the increase reflects 
larger operating costs in the two revenue-producing bureaus, Customs and the 
Internal Revenue Service, where volume is heavier. There is also an increase of 
$3,400,000 in the Office of the Treasurer of the United States, eae to 
maintain the stock of currency to meet the growing demands of the Nation’s 
economy. 

The remainder of the increase of $1.5 million or approximately 4 percent is 
spread in less signifieant amounts among several other Treasury bureaus. I 
would like to have Under Secretary Burgess take over at this point and give you 
a brief explanation of the reasons for these increases and to highlight the 
budgetary programs in each of the various bureaus and offices. 


Mr. Gary. You may proceed, Mr. Secretary. 

Secretary Humpnrey. We must seek the full cooperation of the 
public generally in limiting its demands upon the Federal Govern- 
ment for only essential Federal functions, especially at this time when 
the economy is operating at such a high level. Requests should be 
avoided for services or assistance which properly can be supplied by 
States or local communities or by the citizens themselves. 

We ask the support of the Congress to restrict the appropriation of 
public money to amounts within those recommended in the budget 
which may be required to carry out the necessary Federal functions. 

You will recall that there have been additions to appropriations in 
past times and I do not think there is any use of referring to that, but 
I hope that that will be a matter which will be avoided this time. 

We must require every department and agency of the Government 
to take vigorous measures, without harm to either security or service 
to the public, to see that actual expenditures are kept well within the 
present budgeted figures between now and the end of the next fiscal 
year and, as the President has said, “search out additional ways to 
save money and manpower.” 

We must plan for the 1959 budget, giving urgent attention to mak- 
ing further reductions both in Government employment and in expen- 
ditures where these savings will not lessen our security or the quality 
of the necessary services rendered to the public. 

This program will provide more effective control of our spending. 
Tt will become a desirable restraint on inflationary pressures through 
release to the private economy of added manpower and money w hich, 
in turn, can open the way to lower taxes, with a sharper spur to incen- 
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tive and greater opportunity and production and more and better 
jobs. 
EFFORTS ON BEHALF OF ECONOMY 


On December 1, 1955, I called on the heads of Treasury bureaus to 
augment our current management-improvement efforts with a special 
full-scale search for economies. 

Bureau heads called on field supervisors at all levels to examine 
critically each operation being performed, and employees were 
encouraged to contribute suggestions. 

Reports on the special search which we received monthly through- 
out 1956 made it clear that the undertaking had been taken very seri- 
ously and was producing real economies in the way of better methods, 
better procedures, and better service to the public throughout the 
Department. 

Beginning in April 1956, we sent out 17 small inspection teams to 
visit some 300 Treasury field offices all over the country, and made a 
firsthand survey of how the search for economies was working. 

The overall findings were highly encouraging, and made it evident 
that earlier efforts to economize had been sharply stimulated. 

A similar but more comprehensive inspection has now been started 
in the headquarters of the various bureaus, including those which 
have no field offices. 

As significant indications of the progress we have made, I might 
mention a reduction of our net space requirements, improved training 
programs, modernized accounting, developments in mechanization 
and automation, increased produc tion at lower unit costs in production 
activities such as those of the Bureau of the Mint and the Bureau of 
Engraving and Printing, fewer accidents, simplification of records 
and reports, reduction of records-storage requirements, and active 
participation in the program by many more employees than ever 
before. 

Throughout the program we have emphasized to every Treasury 
office that the quality of the Department’s service to the public should 
in no way be impaired. 


COMPARISON OF ESTIMATES AND APPROPRIATIONS 


At this point I would like, with your permission, to insert in the 
record a summary table showing our estimated requirements for-the 
fiscal year 1958 compared with appropriations for the fiscal year 1957. 

That is the table to which you just referred, and which I need not 
read. 

(The table referred to follows :) 
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Annual appropriations for Treasury Department for 1957 and estimated requirements 


for 1958 


{In millions of dollars] 


Description 








A. Regular annual appropriations for op- | 
erating the Treasury: 
(1) Collecting the revenue: 
Internal Revenue Service_ 
Bureau of Customs--- 
(2) Fiscal service: 
Bureau of Accounts 
Bureau of the Public Debt__| 
Office of the Treasurer, 
United States - atoll 
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Bureau of Narcotics......-- 
U. 8. Secret Service - - 
(5) Administrative Offices of the 
Secretary 
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| 
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Subtotal, regular annual | 
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ing the Treasury - 

B. Limitation accounts: 
(1) Office of Production and De- 
fense Lending 


Subtotal, regular annual | 
appropriations and limi- 
tation accounts.........-- 

©, Permanent appropriations: 

(1) Interest on the public debt. -___- 
(2) Interest on uninvested trust 
funds Se 
(3) Interest, refunding 
revenue collections 
(4) Payment to unemployment | 
PO  cckeiccnmonducech 
(5) Contributions for annuity 
benefits, White House Police | 
and Secret Services forces__._- 
(6) All other- 


internal | 
| 





Subtotal, permanent appro- | 

WOMEN 2s, cic 

D. Statutory public debt retirements: 
(1) Retirements payable from ordi- | 
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tory requirements. _ 


E. Refunds of receipts: 
revenue | 
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(2) Refunds and drawbacks, cus- 
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received and recovered. 


(3) Refund of moneys erroneously | 
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Total, permanent appro- 
priations, statutory pub- 
lic debt retirements, and 
refunds of receipts_..... ict 


Pe COE: isd 
G. Claims, judgments and private relief | 
Ppbthidantdescéuans dedetdnsetnacemakes 


Grand total 















































Caisse of increase (+) 
or decrease (—) 
1957 appro- | 1958 Increase |___ aa 
priation | estimates | (+) or de- | 
crease (—) |Retirement!| 
contribu- | All other 
| tion | 
| 
cecetiteatinonenmetmanesl eacectinrerensees nesiemmseeniocirineesis foe alban 
$305.8 | $331.5 +$25.8 +$16.9 +$8.9 
44.3 49.7 +5. 4 2.7 +2.7 
19.3 | 20.8 +1.5 +.5 +.9 
45.5 | 46.7 +1.2 +1.0 +.2 
| 
15.1 | 18.7 +3.6 +.2 +3. 4 
3.7 | 4.5 +.8 +.2 +.6 
204. 2 230. 4 +26, 2 | +1.1 +25. 1 
3.5 3.8 +.3 +.1 +.2 
4.5 | 4.8 +.3 +.2 +.1 
2.9 | ay +.2 +.1 +.1 
648.6 | 713.8 +65. 3 +23.1 +42.2 
1.5 | 1.0 | a —.6 
—— : r ES 
650. 1 714.8 +64. 7 423.1 | +41.6 
7,200.0} 7,300.0 a0kO $e. cache. +100. 0 
5.9 6.2 | EO Lo tish. aN +.3 
53.8 et 2 Prd a ee 
| | 
62.0 | 52. 5 | MGT ckkeaos —9.5 
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INOREASES REQUESTED FOR 1958 


Secretary Humpurey. You emphasized, Mr. Chairman, yourself 
just now the important aspects of it which show that the increase 
is a relatively very small percentage that we are requesting, and 
that the increase, other than the increase for retirement contribu- 
tions, comes about just in two items, really. 

The increase is in the Internal Revenue Service, and in the Coast 
Guard, and both of those will be gone into in greater detail later. 

You will note that the accounts have been grouped in the table 
into various classifications according to their purpose and nature. 
The appropriations and limitation accounts shown in the first group 
prov ide the funds for financing the regular operations of the De- 
partment. As you know, it is only in connection with these appro- 
priations that we are in a position to exercise administrative discre- 
tion or control. The other appropriations and trust accounts shown 
in the table are beyond our reach since their requirements are deter- 
mined by statute or other types of fixed commitments. 

With respect to the first group, the table shows an increase in 
the regular annual operating requirements of the Department of 
$64.7 million for the fiscal year 1958 over the corresponding appro- 
priations for 1957. However, $23.1 million of this increase is occa- 
sioned by the Civil Service Retirement Act Amendments of 1956, 
Public Law 854, 84th Congress, which provide for the future financ- 
ing of the cost "of the Government’s contribution to the retirement 
fund from the regular operating appropriations from which em- 
ployees are paid r ather than by direct appropriation to the fund as 
in the past. 

Aside from the above change in funding for civil service retire- 
ment, the table shows a net increase of $41.6 million for program 
operations of the Department in the fiscal year 1958. Of the $41.6 
million increase, $25.1 million or slightly over 60 percent relates 
entirely to the United States Coast Guard. This is for essential boat 
and aircraft replacement and the implementation of the Reserve 
training program. 

Another $11.6 million or approximately 28 percent of the increase 
reflects larger operating costs in the two revenue producing bureaus, 
Customs and the Internal Revenue Service, where volume is heavier. 
There is also an increase of $3.4 million in the Office of the Treasurer 
of the United States, primarily to maintain the stock of currency to 
meet the growing demands of the Nation’s economy. 

The remainder of the increase of $1.5 million or approximately 4 
percent is spread in less significant amounts among several other 
Treasury bureaus. I would like to have Under Secretary Burgess 
take over at this point and give you a brief explanation of the 
reasons for these increases and to highlight the uaduslery programs 
in each of the various bureaus and offices. 


REIMBURSEMENT FOR SERVICES PERFORMED 


There is just one other thing that I would like to say before I turn 
the matter over to the others to discuss, and that is this: 

There is one thing that I believe is basic to economy all through the 
Government. It comes in our Department to some degree, and it 
comes in a number of other departments, and that is the arrangement 
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that we worked out about-2 years ago which was different than it had 
been previously and which has been suggested a number of times, and 
that is where two departments have to cooperate in rendering a service 
that the department which has the power to order the service is the 
department who ought to pay for the service. 

If I can order you to do something and it is at your expense, I am 
not going to be careful about money “sometimes, and there is just not 
any use talking about it. I will be more liberal and I will be less 
thoughtful in ordering you to do something if it is at your expense 
than I will when I ask you to do it, and if it is at my expense. 

There may be some objections from an accounting point of view or 
from a budgetary point of view, or something of that kind, but those 
are just matters of writing things down on a piece of paper. How- 
ever, the fundamental thing is how do we get the tightest and best 
control of our spending? I think we can keep any kind of track of 
things that you want, or you can push them back ind forth from one 
place to another, but the responsibility for paying for what you 
demand is essential that that be kept with the fellow who asks for it. 

With that general statement which applies not only here in our De- 
partment, but even more so in several other departments, Mr. Chair- 
man, that concludes my general statement. 

Mr. Gary. That applies primarily to certain facilities which are 
being operated by the Coast Guard as well as I recall? 

Secretary Humpnrey. It applies where we act as agent for someone 
else, and particularly for some of the Defense Department operations. 

Mr. Kenpatu. It applies with reference to the Reserve program. 

Mr. Gary. The Reserve program, and also the ocean weather 
stations. 

Mr. KenpbALL. Yes, sir. 

Mr. Gary. The financing of those activities has been transferred 
from the Coast Guard to the De partment of Defense? 

Secret tary Humpurry. That is right. 

Mr. Gary. However, the stations are still operated by the Coast 
Guard; are they not? 

Secret ary Humpurey. Yes. sir, and where we act as agent for other 
agencies. There are other things like the St. Lawrence seaway which 
are involved, and various other places. We are perfectly willing to 
use our facilities and our people to render a service that we happen 
to be in a better position to render than some other branch of the 
Government, and it is only right that we should, but when they have 
the control over what we do, then they ought to pay the bill. 

Mr. Chairman, that concludes my statement. 

Mr. Gary. Mr. Burgess, we shall be glad‘to hear from you at this 
time. 

GENERAL STATEMENT OF UNber Secretary Burcess 


Mr. Burcrss. Mr. Chairman, let me give you briefly a summary 
of the situation in the separate bureaus. For convenience I will dis- 
cuss them in the order they are listed in the table. 


INTERNAL REVENUE SERVICE 
The 1958 estimate for the Internal Revenue, Service is $331, 5 mil- 


lion which represents an increase of $25,750,000 over the 1957 appro- 
priation. However, $16.9 million of this increase is to cover the 
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Government’s contribution to the civil-service retirement fund. The 
balance of the increase of $8.9 million is aimed primarily at bringing 
about a better balance in’ the organization between the supporting 
personnel and technical people and to continue improvement in our 
promotion program. 

During the past few years, first attention has been given to the 

enforcement side of the Service and the strengthening of the staff 
immediately concerned with revenue producing activities. We have 
reached the point, however, when, with constantly increasing volume 
of work, action must be t iken to bolster the nonenforcement personnel 
if we are to have a properly balanced or ganizat ion. Suc h personnel 
are concerned with the routine paper processing, the typing, filing, 
and other administrative functions which make up the more drab and 
unglamorous part of the job but which are so important to the smooth 
and order ly functioning of an organization of this size. Unless proper 
attention is given these enforcement supporting activities, either one 
of two things happens—either higher grade employees are used to 
perform lower grade routine c lerical operations, or essential routines 
are not pel rformed and impair or discredit good enforcement work 
done by the technical personnel. It is vital that filing be maintained 
up to date and that the paperwork move along with dispatch and 
efficiency. Taxpayers are entitled to have their inquiries answered 
promptly; to have their refunds promptly paid and their accounts 
promptly credited and so on. When these processes fail to function 
properly, the whole tax-collection machinery suffers. The increase 
requested in 1958 will enable the Internal Revenue Service to keep 
up to date with a larger workload in this vital area and by so doing 
will make an important contribution to better taxpayer relations 
which means more taxes paid voluntarily and thus co lected at lower 
cost. The citizen who is willing to be a good taxpayer should be fur- 
nished satisfactory service and assistance. He has a right to expect 
it, and the Service has an obligation to see that he gets it. 

The 1958 estimate will also permit continuation of the program: 
initiated this year to promote qualified employees to journeyman grade 
levels. New employees must be given reasonable assurance of oppor- 
tunities for advancement if we are to build and maintain an efficient 
tax-enforcement staff. The importance of this program is under- 
scored by the difficulty the Service has in retaining its most promising 
young agents after they have been trained and brought along to the 
stage of full productivity. 

Gross tax collections duri ing 1956 totaled $75.1 billion or an increase 
of about $9 billion over 1955. Audit coverage and revenue collections 
through enforcement efforts also continued to show increases in 1956. 

The Commissioner of Internal Revenue will discuss these and the 
other smaller items of increase when he appears before you. 


BUREAU OF CUSTOMS 


The 1958 estimate for the Bureau of Customs is $49,650,000, an in- 
crease of $5.4 million over the 1957 appropriation, $2.7 million of 
which is the retirement item. The remaining increase falls in two 
major categories. First, there are those additional manpower and 
related expenses made necessary by rapidly expanding workload. 
Last year at this time I said that Customs faced the probability that 
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1956 and 1957 would bring all-time record highs in merchandise, 
carriers, and persons to be cleared. This probability is being more 
than realized. The number of formal merchandise entries filed during 
1956 exceeded the previous high year by 9 percent; carriers totaled 
36.2 million against an earlier record of 33.7 million; a total of 129 
taillion persons came into the country against 121 million in 1955 
which was the previous high year. These increases are continuing in 
1957, and seem likely to go on into 1958. 

To meet these workload demands inspectors, appraisers, agents, 
and other kinds of employees are sorely needed. These increases total 
a little less than $2.3 million. If Customs is to satisfactorily carry out 
its multiple responsibilities as a revenue collecting, enforcement, and 
Sees organization, these increases in operating resources are 
essential. 

The second major-program increase requested is $450,000, which is 
Customs’ half of a joint Customs-Immigration border facility con- 
struction program. These inspection stations and associated dwell- 
ings are to be built at isolated border locations where there are no other 
facilities at present or where existing facilities are totally inadequate. 


BUREAU OF ACCOUNTS 


For the Bureau of Accounts, including the Division of Disburse- 
ment, we are requesting an estimate of $20.8 million for the fiscal year 
1958. This represents an increase of $1.5 million over the current 
year’s appropriation. Of this increase, over 0.5 million is for the 
retirement fund. The principal item of increase remaining is to cover 
an estimated increase in work volume of 18 million additional checks 
of which 9.4 million will result from expanded social-security coverage 
provided in the social security amendments of 1956. 


BUREAU OF THE PUBLIC DEBT 


The 1958 estimate for the Bureau of the Public Debt is $46.7 million 
including $5,382,265 for the United States Savings Bonds Division. 
This indicates an apparent increase of $1.2 million for the fiscal year 
1958 over the 1957 appropriation. However, the 1958 estimate in- 
cludes $950,000 for retirement and $400,000 for registry mail payments 
to the post office which are now being required under the provisions of 
Public Laws 854 and 705, 84th Congress. But for these 2 new legis- 
lative requirements the 1958 estimate would show a decrease of 
$150,000 below comparable requirements in 1957. 

As a result of its continuing management improvement program, 
this Bureau will be able to process an expected larger volume of work 
than contemplated when the 1957 appropriation was granted. Proc- 
essing of this additional volume in 1958 with less funds than provided 
for 1957 is due largely to savings and better work methods. 

You may be interested in hearing about two projects that public 
debt now has underway. One involves the use of a punchcard series 
E savings bond and the other the application of electronic data proc- 
essing machines to savings bond issue and retirement operations. 

Extensive tests have been made to determine the feasibility of 
utilizing a puncheard bond. Results from this experimentation have 
been very encouraging thus far and we are hopeful that the bond may 
be adopted for general use in the near future. 
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a are sort of aiming for May 1, but there are still some technical 
problems. 

If this happens, it is estimated that a saving of at least $500,000 a 
year may be realized. 

Work on the electronic project is in advanced stages. Four com- 
panies are actively engaged in the study of the work. They are to 
submit final proposals about February 1 and we have high hopes that 
the savings bond operations will be found susceptible of electronic 
processing with resulting improvement in procedures and reduction 
in the cost of performing essential work. However, because of ex- 
tensive procedural changes required for electronic processing and the 
time necessary to obtain and install equipment, there does not appear 
to be any possibility of getting the benefit of savings from this project 
prior to the fiscal year 1959. 

With respect to the United States Savings Bonds Division, the 
Treasury is vigorously promoting the sale of savings bonds in an effort 
to keep pace with the growth of population, employment, and per- 
sonnel income. 

The amount of series E and H bonds outstanding has reached more 
than $41 billion. Ownership is spread among some 40 million people, 
many of whom are adding to their holdings currently as they advance 
toward their individual and family goals. The savings bonds pro- 
gram is cultivating the good habit of thrift among increasing numbers 
of our citizens. 

The steady growth that we are projecting for savings bonds is a 
basic element of the Treasury’s debt management policy. It is also 
intended to supplement the efforts of local savings institutions so as 
to encourage a rising volume of personal savings, sufficient to meet the 
future capital requirements of our country’s expanding economy. 

We will comment more fully about that when you want to discuss 
that whole program in view of the talk about it in the newspapers. 


OFFICE OF THE TREASURER, UNITED STATES 


The Office of the Treasurer of the United States is requesting $18.7 
million for the fiscal year 1958 which represents an increase of $3.6 
million over the 1957 appropriation. Over $500,000 of this increase 
is occasioned by the new legislative provisions relating to the payment 
of registry mail fees and contributions to civil service contained in 
Public Laws 705 and 854 of the 84th Congress. 

Of the remaining increase, $2,848,000 or approximately 93 percent 
is to reimburse the Bureau of Engraving and Printing for the cost of 
printing United States paper currency. The funds requested for this 
purpose will provide only the volume necessary to meet issue require- 
ments and permit a slight restoration of inventories depleted during 
both 1956 and 1957. 

We have been studying that particularly in relation to these pos- 
sible emergencies which might arise and making sure we have a supply 
of silver certificates to take care of any situation which might come 
up. It was perfectly clear that we could not keep on reducing the 
stocks. 

The rest of the increase requested represents requirements to process 
the millions of financial transactions involved in the day-to-day busi- 
ness life of the Federal Government and the public generally. The 
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increasing volume of these transactions is outside the administrative 
control of the Tre: asury. That is a large understatement. 

In our 1957 budget presentation we ‘reported that after a 2-year 
joint study by the Treasury, the General Accounting Office, and the 
Bureau of the Budget, definite action was being taken to effect both 
the payment and reconciliation of all checks drawn on the Treasurer 
by use of high-speed electronic machines. Briefly, this undertaking 
involves the tr dnsferring of the check-payment function on more than 
300 million checks annually from the Federal Reserve banks to the 
Office of the Treasurer in Washington; the transfer of the recon- 
ciliation function on all checks from the Comptroller General to the 
Treasurer: the installation of electronic equipment and the selection 
and training of the personnel to operate it; completion of arrange- 
ments with the General Services Administration to accept for storage 
and keep under tight controls the paid ‘checks, and last, but by no 
means least, the orderly release of the personnel no longer required 
under the new method of procedure. Approximately 130 of the em- 
ployees of this Bureau affected by this program have been released 
through retirement, resignation, or reassignment by transfer to other 
divisions, bureaus, or agencies, thus avoiding the necessity for a 
formal reduction-in-forece program. 

It is presently indicated that the time schedule for the installation 
and operation of the new procedure will be as originally estimated. 
The program was initiated August 1, 1956, and July 1, 1957, has been 
established as the target date for its completion. All checks issued on 
and after July 1, 1957, will be m card form and will be paid and recon- 
ciled by the Office of the Treasurer in Washington through the media 
of high-speed electronic equipment. The adoption and installation of 
this revised procedure represents one of the most far-reaching advances 
in operating efficiency yet attempted in connection with the day-to-day 
fiseal operations of the Government and one of which we are extremely 
proud. 

BUREAU OF THE MINT 


The estimate for the Bureau of the Mint for fiscal 1958 is $4.450.000 
which is $796,500 more than the amount appropriated for 1957. The 
additional amount requested is chiefly for increasing production of 
domestic coins, and for payments to the civil service retirement and 
disability fund. 

Requisitions for coins, from the Federal Reserve banks and branches, 
have been unusually heavy during the past vear or more and the mints 
have been working overtime for many months, and using all available 
funds, to increase coinage production. 

When we come to that, I think we can tell you a little dramatic story 
about it. 

A program for modernization of coinage equipment at the Philadel- 
phia Mint is nearing completion. Full consideration has been given, 
in the appropriation requested for 1958, to estimated reductions in 
manufacturing costs which are expected to result from that program. 

Secretary Humpnrey. That is another place, Mr. Chairman, where 
a very good operating job has been done. 
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UNITED STATES COAST GUARD 


Mr. Bureess. The estim: ates for the Coast Guard total $230,400,000 
for 1958. This represents an increase of $26,225,000 over 1957 appro- 
priations, reflected as follows: $7,150,000 for operating expenses; 
$8,600,000 for acquisition, construction, and i improvements ; $1,475,000 
for retired pay; and $9,000,000 for Reserve training. 

The increment under “Operating expenses” encompasses essentially 
the Government’s contribution to civil service retirement cost, and 
social security for military personnel, as authorized by Public Laws 
854 and 881, respectively; urgent maintenance and modification of 
oper ating facilities; greater emphasis on security surveillance of cer- 
tain vessels arriving in the United St ites ; and enforcement of : safety 
regulations for boats and passenger-carrying vessels under recent legis- 
lation. 

For “Acquisition, construction, and improvements” appropriation, 
the increase reflects primarily the replacement of certain wornout 
patrol vessels and an aircraft replacement program. A complete sur- 
vey of the aircraft situation in the Coast Guard has been made during 
the course of the past year pursuant to the directive from this com- 
mittee last year and a report and evaluation thereof will be submitted 
for your consideration as soon as it can be put in final form. 

The retired pay increase stems from normal net annual additions to 
the retired rolls. 

In the program for Reserve training, the increase represents the 
continuation of the expansion begun with your authorization of sup- 
plemental funds for fiscal 1957. 

You may recall that last year, the Coast Guard submitted its budget 
in the standard bligational format with an alternative presentation 
on a cost basis. This year, the submission is entirely on a cost basis 
to reflect more fully shes use of the total resources which the Coast 
Guard will have available in fiscal 1958 pursuant to the new accounting 
and budgeting improvement provision of Public Law 863, 84th 
Congress. 

The Commandant of the Coast Guard is prepared to discuss these 
items and other phases of the estimates when he appears before you. 


BUREAU OF NARCOTICS 


The 1958 estimate for the Bureau of Narcotics is $3,780,000. This 
represents an increase of $330,000 over the amount appropriated i 
1957 including an item of $153,000 for retirement. 

The increase requested for 1958 will bring to an annual basis the 
additional agents authorized for part of the \ year in the Second Sup- 
plemental Appropriation Act of 1957, and will provide further in- 
crease in the enforcement staff of 18 more agents and supporting 
personnel. 

It should be kept in mind that the increase of the narcotics enforce- 
ment force is measured by two things: 

First, recruitment and tr aining of the highly speci: ae type needed 
for enforcement personnel is somewhat limited by care in selection 
and time of training. 

Secondly, we are thoroughly examining and evaluating the prac- 
ical effects of the new provisions of the Narcotics Control ‘Act of 1956 
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as it affects our law-enforcement efforts and requirements. This is 
in a somewhat transitional stage at this early date and must be taken 
into account in connection with augmenting our enforcement per- 
sonnel. 

UNITED STATES SECRET SERVICE 


For the Secret Service, White House Police, and Treasury guard 
force, we are requesting $4,752,000, an increase of $268,000 over the 
1957 ‘appropriations. The greater part of this increase will be re- 
quired for payments to the retirement fund. The other increases 
cover 1 day’s pay in excess of the 52-week base in the amount of $15,- 
774; and the projection to a full-year basis, at a cost of $14,140, the 
salary of 25 agents provided by the appropriation act of 1957 for a 
part of the year. The balance of the increase requested is mainly 
to replace wornout equipment. 

There has been an increase in the number of counterfeit cases re- 
ceived. However, there has been a considerable reduction in the 
amount of counterfeit money in circulation. This is attributable to 
the successful efforts of Secret Service agents to discover counter- 
feiters and the seizure of counterfeiting plants before the money could 
be placed in circulation. 

The funds requested in the estimate for 1958 will aid materially in 
reducing the current backlog of ceses pending investigation and fur- 
ther assure the necessary protection for the President and the White 
House. 

If I may say so, we get the most favorable comments on the way 
the White House protection staff handled their duties during the re- 
cent campaign as well as all these other things. 

Secretary Humpurey. That is, while the President was traveling 
around. 

Mr. Burcess. It was a tremendous job. 


BUREAU OF ENGRAVING AND PRINTING 


No appropriation is requested for the Bureau of Engraving and 
Printing for the fiscal year 1958, since the Bureau’s operations are 
conducted on a completely reimbursable basis, as authorized by the 
Congress in 1950. 

The volume of work to be delivered by the Bureau in the fiscal 
year 1958 is expected to be considerably higher than in the past and 
current years, due primarily to an increase in currency requirements 
of approximately 6 percent in 1957 and 20 percent in 1958 as com- 
pared with the 1956 deliveries. This is a reversal of the trend of the 
past 4 years. The Bureau’s budget estimates also reflect slight in- 
creases in the requirements for other products, resulting in the value 
of the overall work program for 1958 being estimated at $30.5 mil- 
lion as compared with $28 million in 1957 and $26 million in 1956. 

The Bureau has been actively engaged in prosecuting the second 
phase of its modernization program which has as one of its main 
objectives the development of suitable press equipment to allow the 
printing of currency 32 subjects to the sheet instead of 18. In addi- 
tion to the comprehensive research conducted to explore the many 
phases of paper and ink technology associated with this project, a 
large-scale evaluation test has been completed on 1 of 2 presses of 
foreign design which were installed in the Bureau for experimental 
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purposes. The results of this test indicate that the quality of the 
currency has been maintained with less spoilage than under the pres- 
ent wet method of printing. A similar test 1s expected to be com- 
pleted on the oneal press in the near future, following which com- 
— bids will be invited for the purpose of procuring eight presses 

uring the fiscal year 1958. The completion of this project will re- 
sult in a much more efficient and economical operation in the produc- 
tion of currency. In addition, five new-type postage-stamp presses 
have been in operation for several months. 

Mr. Holtzclaw will be prepared to review the Bureau’s operations 
in greater detail when he appears before you later. 


OFFICE OF THE SECRETARY 


For the administrative offices of the Secretary, we are requesting 
$3.1 million for the fiscal year 1958 or $224,000 more than the 1957 
appropriation. Of this increase, $157,000 is for retirement; $31,000 
is for pay increases authorized by the Federal Executive Pay Act of 
1956, Public Law 854, 84th Congress; and the small remaining bal- 
ance of the increase is explained fully in the justifications. 

As you know, the position of one of our Assistant Secretaries (Mr. 
Robbins), is financed from corporate funds, as directed by this com- 
mittee last year. 

This Assistant Secretary’s activities in connection with the liquida- 
tion of the Reconstruction Finance Corporation, with the work of the 
Federal Facilities Corporation, and with the lending activities au- 
thorized by the Defense Production Act, are generally known. How- 
ever, this Assistant Secretary also has other very important functions: 
He has been delegated to serve in the Secretary’s stead as an ex officio 
member of the Loan Policy Board of the Small Business Administra- 
tion which has developed into a larger undertaking than had pre- 
viously been expected. 

He represents the Secretary in the meetings of the Defense Mobili- 
zation Board. He represents the Secretary in various meetings to 
determine policies and legislation affecting small business and the 
economic rehabilitation of depressed areas. And he serves as a direc- 
tor of the Virgin Islands Corporation. Most of these activities relate 
in one way or another to loans and credits, and they point out the 
Treasury’s continuing need for a ranking official with experience and 
standing in the fields of banking and credit. To require that all of 
these functions be performed by the other two Assistant Secretaries 
in addition to the manifold duties they now handle would seriously 
overburden them. 

For all of these reasons, it is the judgment of the Secretary of the 
Treasury that continuation of this position will best serve the inter- 
ests of the Government. 

Secretary Humrnrey. I would like to emphasize that, Mr. Chair- 
man, and we can bring it up when you get ready for your questions. 


OFFICE OF PRODUCTION AND DEFENSE LENDING 


Mr. Burerss. The Office of Production and Defense Lending is 
under the immediate direction of Assistant Secretary Robbins, and 
administers the activities which became the responsibility of the 
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Secretary of the Treasury under the provisions of the RFC Liquida- 
tion Act and related Executive orders. This Office is conducting the 
hquidation of the Reconstruction Finance Corporation and Federal 
Facilities Corporation and administers ‘the lending programs under 
title III of the Defense Production ‘Act and section 409 of the Federal 
Civil Defense Act 

All activities of the Office of Production and Defense Lending are 
financed from income or from funds previously made available rather 
than annual appropriations. However, under the Government Cor- 
porations Control Act, the activities are subject to annual limitations 
on the amount of available funds to be used for administrative ex- 
penses. The limitations requested for these activities in 1958 total 
$965,000, a reduction of about one-third from the $1,485,000 author- 
ized for 1957. 


FEDERAL FACILITIES CORPORATION 


The 1958 estimates for the Federal Facilities Corporation provide 
only for the expenses of administering the functions assigned to the 
Corporation by Executive Order.1067 8, which designated the Federal 
Facilities Corporation as successor to the Rubber Producing Facili- 
ties Disposal Commission. 

These functions consist of (1) administration of the national secur- 
ity clauses contained in the synthetic rubber plant sale contracts, (2) 
servicing of the purchase money mortgages acquired in the disposal 
of the synthetic rubber plants, and (3) administration of lease on 
the alcohol butadiene plant at Louisville, Ky. 

The operation of the tin smelter at Texas City, Tex., will be ter- 
minated on January 31 of this year, and the smelter will then be 
disposed of as provided by the joint resolution approved June 22, 
1956. 


RECONSTRUCTION FINANCE CORPORATION 


The liquidation of the Reconstruction Finance Corporation is con- 
tinuing as rapidly as is consistent with maximum recovery of the 
Government’s investment. Budget receipts of more than $80 million 
are anticipated from the liquidation program in fiscal years 1957 and 
1958. Realization of this amount will reduce the Government's invest- 
ment in RFC programs to $52 million by the close of fiscal year 1958. 
Of that investment, $41 million will be in the assets acquired under 
RFC’s former lending programs, and the balance in assets remaining 
from the liquidation of terminated World War II programs. 


LENDING PROGRAMS 


Following the recommendation made by the Appropriations Com- 
mittee, new loan activity under the civil defense lending program was 
discontinued at the start of fiscal year 1956. The budget does not 
provide for resumption of lending activities under this program. 

There has been only nominal new loan activity in the Defense Pro- 
duction Act loan program during recent months, and the budget 
anticipates no change in this level. 

Wherever possible, the loans previously made under both the Civil 
Defense and Defense Production Acts are placed with private financial 
institutions or refinanced. 
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It should be added that it is anticipated that there will be submitted 
to. this session of the Congress a reorganization plan affecting the 
Office of Production and Defense Lending. ; I have asked Mr. Robbins 
to cover this matter when you are:considering the budgets for the 
activities of this Office. 

As Secretary Robbins will tell you, the problems of liquidation 
relate, of course, to the money market and the ability to sell these 
things off and get financing for them*has been delayed somewhat by 
this tight money market. 

Mr. Gary. Mr. Sec retary, a great many of the questions that I had 
with reference to the budioets in general were answered by you in the 
hearings before the full committee several days ago and, for that re 
son, we will not go into those at the present time. 


PUBLIC PRESSURE FOR FUNDS 


You did mention, however, some additions to appropriations which 
resulted from public pressure. 

Can you give us any information along that line? 

Secret: iry Humpurey. Do you mean as to the sort of things that 
brought them up? 

Mr. Gary. Yes, sir. 

Secretary Humpnrey. Well, Mr. Gary, I think as a lawyer you 
probably know a lot more about it than I do because you are on the 
firing line. These things all start with local communities and various 
groups of people coming in seeking support of one kind and another. 
It just seems to me as though there is not a mail delivery that comes 
to my office—and I am sure mine is nothing compared to yours—in 
which someone is not asking for some help in some manner, and some 
sort of a subsidy or some sort of assistance, or suggesting that the 
Government take over some State functions. They say it is something 
a eee ‘annot afford to do that ought to be done, or a local community, 

‘a group of businessmen or somebody will come in for such a project 
as that. There is just somebody at you all the time. 

Mr. Gary. And apparently the people who are asking for those 
things do not realize than when they get them, they have to pay for 
them ? 

Secretary Humrpnrey. I have said many times that there are two 
kinds of people that come in my office: One group which is asking for 
money, and the other group does not want to pay any taxes, and most 
fall into one or the other category. 

Mr. Gary. I was in the tax field for a long time, and one of my pet 
statements is that I have never seen but one popular tax, and that is 
the tax that the other fellow pays. 

Secretary Humpnrey. That is right. 

Mr. Gary. I share your views, but we have been st: iggered by this 
budget, and I cannot help but be seriously concerned, in view of the 
fact if we cannot balance the budget in these days of prosperity, if we 
should run into a recession of some kind, we would be in a terrible fix. 

Secretary Humpnrey. That is right. 

Mr. Gary. Because then you would have the pressure of starting a 
public-works program to bolster the economy, and with your revenues 
down, it would tremendously increase the public debt, which is now 
approximately $270 billion. It gives me very serious concern. And 
yet we keep adc ling to the expenditures. 
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I, for one, am very glad that I voted against the highway bill. I 
thought I was right at the time. Just a few days ago there was an- 
nounced in' Richmond a proposed ‘plan to relocate 800 of the 1,200 
miles of our public highway system. They are talking about relocat- 
ing Route 1 from Shirley Hicwoay all the way to the North Carolina 
border, and that is one of the staightest roads we have at this time. 

When you start talking about relocating highways of that kind, to 
me it seems a tremendous waste of public funds. I am just afraid 
we are giving these departments and agencies so much money that it 
is making them extravagant. They are becoming paranoiacs in a 
way, with delusions of grandeur as to the things we have to have. 

Mr. Canrtevp. Off the record. 

(Discussion off the record.) 

Secretary Humpnurey. There are two things, however, that I think 
all of us have to keep in mind: First, the timing of when we can 
afford to do a lot of these things that are good. It is perfectly evi- 
dent, axiomatic, that as the country grows—and it is growing very 
rapidly—the cost of rendermg’ proper service to that many more peo- 
ple will go up. We cannot entirely offset the increases by modern 
methods. You can improve the methods, but you cannot entirely 
offset the cost of the additional workload, the additional services that 
you are rendering. 


TIMING OF EXPENDITURES AND SERVICES 


That brings up the timing, when you can afford to render all the 
services that are necessary, even the services that are now being ren- 
dered, much less taking on new jobs. 

It is just like ina family. Things are getting along normally, and 
as your family increases you hope your income will increase, and if 
it does you are getting along nicely. Phen you have some terrible 
sickness, and when that occurs, you just have to curtail some of these 
services that you have been using, and they have to be postponed, or 
some of the things you normally would like to do have to be post- 
poned. 

Here we are with this terrific security cost on us. We would not 
be in much trouble if we did not have this tremendous security cost. 
If we could cut one-third or one-half of the security budget, we could 
well meet this and not Be in trouble. But so long as we have this 
unusual and terrific pressure on us that we cannot avoid, it means we 
have to exercise extreme care in taking on new services. 

I think the tendency that we have not been nearly tough enough in 
is to try to carry on normal living at the same time we have these 
expensive pressures, and taking over jobs that people ought to do 
locally, the Federal Government participating in everything. I think 
we just have to be tougher than we have been all the way through in 
seeing that the Federal Government, especially in time of this exces- 
sive necessary expense, does not get into a lot of things that can be 
and should be pushed back to the localities where the localities can take 
care of them themselves. 

Mr. Gary. That is what I had in mind, Mr. Secretary. I realize, 
as well as everybody else, that we have terriffic problems and that we 
have to improve our roads; but my objection to the program at the 
present time is largely one of timing, because I do not believe we can 
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afford to spend as much money as we are spending in view of the 
stupendous defense expenditures that are forced upon us at the present 
time. 

And the second thing is that I question the wisdom of appropriating 
or making available too large funds immediately for fear they will 
not be spent economically. I think the more money we have to spend, 
the less careful we are in the spending. If we are going to spend 
billions for roads, I think we should get value received, and it is 
difficult to do that if those in charge have their sense of values dis- 
torted by having huge sums of money dumped in their laps at one 
time, 

I think one reason the people are coming to the Federal Government 
for these projects is that they realize they cannot get them from the 
State, ad they cannot get them from the State because the State 
officials realize that they cannot afford them. 

Secretary Humpurey. That is right. Where the people in the 
local communities say it is too extravagant and they will not do it, 
they come here because they think it is free money. And a whole 
lot more come here because they think somebody else is getting free 
money and if they do not get their share they are being cheated. 

Mr. Burcess. We are not saving enough money to do all these 
things, and that is why we have the tight money situation. They 
have gone ahead of the money supply, and that is the reason for 
this very difficult money situation. If some people would wait a 
while and program it out over a period, it would be all right, but 
everybody is trying to do it at once. 

Mr. Sreep. Mr. Chairman, I had an experience of that sort re- 
cently. I attended a meeting the intent of which was to seek ways 
of getting a larger appropriation for one of the multipurpose dam 
projects in Oklahoma. At this meeting several directors of cham- 
bers of commerce of adjacent communities were present who only 
recently had contacted me in regard to cutting down on spending. 

Secretary Humpurey. That is what you find. The difference is: 
(1) they think they will have to pay; and (2) they think it will be 
free money. 

ESTIMATED RECEIPTS 


Mr. Gary. Mr. Secretary, you discussed rather fully the expendi- 
tures. What can you tell us about the estimated receipts? How are 
those estimates arrived at and how do they compare with last year? 

Secretary Humrurey. I did not bring those figures with me, but I 
can tell them out of my head pretty well. What we have done is to 
assume approximately the same rate of activity that we have had in 
the past 2 years. We have assumed that the personal incomes are 
going to continue to rise the rest of this fiscal year and in the next 
fiscal year at the same rate as a year ago and the first half of the 
present fiscal year. I do not know whether they will or not, but I 
do not think we can very well prognosticate on any other basis for 
this very simple reason, that if we do it means we are forecasting 
a recession. Well, there are no signs of a recession. If someone said 
to me, “Do you see signs that we are in for trouble? Do you think 
business and the volume of activity will greatly decline in the next 
18 months?” I would say, “No, I do not.” 

In fact, I think if we can control our activities and do some of the 
things we are urging, largely in the Government itself, if the Govern- 
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ment itself and a lot of these local. governments can control our 
appetites and if we do not put additional inflationary pressures on the 
country, if we do our part, [ see no reason this cannot go on for a long 
period of time. If we overdo ours, and everybody else does, of course 
we will be heading into difficulty, but as of the moment I see no 
reason why we should change our estimate for the next 18 months 
based on the present progress of the country. 

The corporate income we have estimated at approximately the same. 
We have estimated that our taxes from corporate income will go up 
very slightly. I think we estimated that corporate income, which was 
$43 billion last year, will be $44 billion. 

The income we estimate almost entirely comes about through the 
progressive amount of individual income tax that we collect, which in 
turn comes about from two things: More people working and paying 
taxes;.more people coming into the area of the tax bracket from_a 
bracket that did not pay taxes; and greater earnings of those already 
in the tax bracket. Both things are contributing to our collecting 
more money. 


PERSONAL SAVINGS AND INTEREST MARKET 


Mr. Gary. What, in your judgment, is the outlook for the interest 
market during the next fiscal year? 

Secretary Humpnrey. What I have just finished saying is the ecrite- 
rion for that, and the two go right together. I will illustrate it in this 
way 

At the last election we had the biggest volume of local, State, and 
municipal bonds authorized that there has ever been. If those bonds 
are all going to come on the market and press for loans, press for the 
sale of those governmental securities, along with our sales of securities 
that we have to make, and along with all the pressures for private 
funds that are in the market, as Mr. Bur gess just finished saying, we 
are not making savings enough in this country to supply all these 
funds. That will cause the pressure on the price of money. And if the 
price of money is sufficiently high now so that some of these municipali- 
ties and some of these States and some of these private people, and 
we ourselves, perhaps, will see it is too expensive, we will not sell our 
bonds at those rates, and we will therefore curtail our demands and 
wait until the rates are cheaper. If enough people do that, it will 
relieve the pressure and the rates will drop down. 

The only correction for the present situation is either less spending 
or greater savings. Savings depend on how people feel. If people feel 
you are in an inflationary period and that their principal is not going 
to be safe or that the dollar they lend you today will not be worth as 
much when they get it back 5 or 10 or 20 years hence, they will be slow 
to lend their money for long-term undertakings. 

In order to really increase the savings of the } people you have to stim- 
ulate it by paying more money for it, higher rent for it, and at the 
same time conduct your financial affairs so that people will know, 
when they are lending you money today, they will get the same value 
for their dollar when you repay it. 

You have to get a combination of those two things or you will not 
get the savings, and if you do not get the savings and the demands 
continue, you will be in trouble. 
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Mr. Gary. That is already having an effect on local financing. I 
got a letter a day or two ago from one of my localities in which they 
said they had tried to finance some bonds for a water roject which 
they need very badly, and they were unable to dispose of the bonds on 
a satisfactory basis. So they wrote me a letter to see if there are any 
funds available for the project here in Washington. 


BASIS FOR DEMANDS ON FEDERAL GOVERNMENT 


Secretary Humpurey. That is exactly what happens. Here is what 
goes on. A State or locality has a constitutional limitation on the 
amount it can borrow and the interest it can pay, and it either has 
borrowed up to the limit or the interest rate is above the limit they 
can pay. They want a hospital or a school or a road, and they put it 
up to the local people to vote it, and the local people will not change 
the limitation. They are ina vise. So they come to Washington. If 
we give it to them, we are destroying the whole thing. 


INCREASE IN INTEREST PAYMENTS 


Mr. Gary. Do you anticipate that will affect our interest payments, 
that we will have to pay more interest in order to get the money neces- 
sary for the Federal Government? 

Secretary Humpnrry. [ Jnquestionably, each time we have an-issue 
to refund we have to bring it up to the current rate, and we have a 
lot of our bonds that were “previously sold that are below the current 
rate. The principal depreciates in the market as the rate is insuffi- 
cient, so the rate adjusts itself through depreciation of principal. 
Kventually they come due and we pay them off at face value, and when 
we have to refund that security we then have to bring up the interest 
rate to the current market level. 

Mr. Gary. There has always been a differential in interest rate be- 
tween Federal borrowing and private borrowing. 

Secretary Humenrey. That is right. 

Mr. Gary. Is that proportionate differential being maintained in 
our present financing? 

Secretary Humpurey. There is a difference, of course. Whether 
the relative difference is as great today as it was 20 years ago, I do not 
know. It is greater right now than it was just a short time ago. In 
other words, the private funds are moving a little further away from 
the Government funds in price. But if you go back 20 or 30 years, I 
am not so sure that is true. 


INTEREST RATE ON E BONDS 


Mr. Gary. You stated to the full committee that you were now 
studying the question of these FE. bonds, as to whether the interest rate 
should be increased on them, and you expected to have some report on 
it in the near future. Do you know when that report will be ready? 

Secretary Humrnrey. I hope it will be soon. I cannot tell you 
exactly. We have reains of figures on it and we are studying it not 
only by getting figures but by trying to get samples of what it is the 
people w: ‘ant—what it is we have to do. 

There, again, you are in a competitive market for money, and while 
these bonds have some very special features that no other security on 
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earth has, the question is whether those special features are enough 
to offset greater interest paid by other institutions that compete for 
the same money. 

This $40 billion we have in these bonds is very important to us. 
That is a lot of money that we are borrowing from the people. Not 
only that, but I think it is the very best money that we borrow from 
the people, both from the standpoint of the people and from our 
standpoint. It is aw oe good for the people to have this tremendous 
backlog of savings. I do not think anybody, anybody, has any idea 
of the tremendous value of the free work, free adv ertising, and free 
effort that goes into the selling of these bonds to induce these savings. 
It would run into millions and millions of dollars. The Advertising 
Council, business concerns, all help in this. It is popular to do it. 
They do it because it is patriotic and because it is popular, and the 
number of people who work in this job and do not get a cent for it, 
you just cannot believe. 

Mr. Gary. The unions do, too. 

Secretary Humpurey. Absolutely, the unions work at it. 

Mr. Gary. I know the Musicians’ Union does. 

Secretary Humpnrey. Yes. If we had to pay for the solicitation 
and advertising we get to induce the saving of this $40 billion, it 
would be a tremendous amount of money. 

So it is a thing we want to foster and we want to be sure we are not 
getting all this free work to sell an inferior article. We want to sell 
a good article, and our problem is very, very complicated because you 
always have to watch your step when you change the article you 
are selling, to be sure you are not causing discontent among the 
people who have already bought the previous ‘article. 

Mr. Gary. There is a tremendous problem there, because if you 
increase the interest on the bonds to be issued in the future, you 
certainly have to increase the interest on the bonds that have matured 
and that people are holding under a statute that we previously 
enacted extending the interest. on these bonds beyond maturity, 
otherwise you would have everybody holding those bonds cashing 
them in and buying new bonds, and in addition to having to pay the 
greater interest. rate, you would put a tremendous burden on the 
‘Treasury in reissuing those bonds. 

Secretary Humpnrey. We are not like some industries, where they 
want to make last year’s product obsolete this year. They do that 
and do a great job of it. But we are not in that category. We have 
to balance all these things to see what we should do. 

This is a very unique product we have. Forty million people own 
it. We have to see that we deal fairly with them, and yet we have 
to have an article that is salable. 


ELECTRONIC SYSTEM OF CHECK RECONCILIATION 


Mr. Gary. How much saving will result in fiscal 1958 from the 
installation of the electronic system of check reconciliation, and how 
is that system working ? 

Secretary Houmpnrey. Mr. Heffelfinger will answer that. 

Mr. Herre.rincer. We figure roughly $2,250,000 government- 
wide. The saving will not be reflected in Treasury, but in the General 
Accounting Office when they catch up with the existing situation. 
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The current work will terminate in the General Accounting Office 
about 9 months after we get into full operation. They will have a 
reduction in their program, and that is where the great saving will 
occur. Our cost will be about level, where it was before. The F ederal 
Reserve System will also save part ‘of that money. 

Secretary Humpnrey. We will ask you to give us credit for that, 
but nobody else will. 


TIME CONSUMED IN CLEARING CHECKS 


Mr. Gary. There has been some suggestion that it is taking 5 days 
to clear checks that should be cleared in 24 hours. 

Mr. Herretrincer. I am sure it is not 5 days. We get checks today 
and they clear tomorrow. 

Mr. Gary. You are clearing them in 24 hours? 

Mr. HerretFIncer. Yes. 


STATUS OF PUBLIC DEBT IN RELATION TO LONG-TERM OBLIGATIONS 


Mr. Gary. What is the present status of the public debt in relation 
to the proportion of long-term obligations? 

Mr. Burcress. We made very little change in that the last year. 

We are continuing to increase the amount of public debt held in 
trust funds. We have gained a little in holdings of savings bonds. 
But aside from that we have not been able to increase our long-term 
bond issues at all. We have just about held our position. 

Secretary Humpurey. Here is the trouble there. We have $275 
billion of debt outstanding and at the end of each year it is 1 year 
less in that whole amount, so you have to do an awful lot of extending 
to just stand still. 


FORMS OF MONEY ISSUES 


Mr. Gary. In today’s money market, what are the most economical 
forms of money issues? 

Mr. Burcess. You did have a curve with your Treasury bills at 
2 percent and your bonds at 3 percent. Your Treasury bills are 
selling close to 314, and your long-term bonds at 33¢, so there is very 
little spread i in the yield between maturities now. 

Secretary Humpurey. If we could sell them, we would sell all 
long-term. 


FUNDING OR REFUNDING PROGRAMS FOR 1958 


Mr. Gary. What are the funding or refunding programs for fiscal 
1958 ? 

Mr. Burcess. We have a pretty big program. Next week we have 
committees coming in to discuss a $10 billion program. 

I can give you for the record this list of maturities of marketable 
public debt, if you would like. Our total amount of maturities this 

salendar year are $47,735 billion. 

Mr. Gary. I would like that inserted in the record at this point. 
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(The list referred to is as follows :) 


Maturities of marketable public debt, Jan. 1,.1957, to Dec. 31,195 


Treasury bills)! 


7 (excluding regular 





| 
| Amount 
Date payable Issue and original term outstanding 
(millions) 
| 
Feb. 15, 1957__- | 256 percent C/I (1144 months) - tps auneeos $7, 219 
De. ... | Spect al Treasury bill issue (3 months) -- Salento 1,750 
Mar.16_....... 4 percent note (34% years) 5 = 2, 997 
Mar. 22..__- ‘ 84 percent tax anticipation C/I 8 months) a ee 3, 221 
mel? cn Ad Tm 4x anticipation bills (3 months) ___._-- : Rivctae 1, 006 
Apr. 1. acd 1% percent ‘note (5 years) wae idkdtb iin Seat eiestoade 631 
TN lasagne gi 15% percent note (2 years, 7 months) __- eee 4,155 
Sm OE 25-2 955-2.. ..| 3% percent tax anticipation C/I (634 months). -_-.------ 1,312 
Nee | Tax anticipation bills (5 months)_..........-....------ ‘ 1, 601 
MB dsads cn 234 percent note (124% months) __----.-----  saeeasne 12, 056 
Aug. 15___- 2 ane reent riote (214 years)_.....-.--..-----.---.--- ‘ 3, 792 
Oct. 1.-- . 4 percent certificate (10 months) as wh 7, 271 
pt eee on 6 percent note (5 years) _- sattacenn wtb aedaask lek | 824 
po ee 





eee ee eer eeeees oceeeeeeoee ess ‘| 47, 735 


1 Outstanding Dec. 31, $20,820 million. 


Mr. Burerss. A substantial amount of this is held by the Federal 
Reserve System, about $20 billion. That is a relatively simple matter. 
It is the amount held by the public that constitutes our real problem. 


FORD, BACON & DAVIS, INC., SURVEY 


Mr. Gary. Mr. Burgess, I have a letter from you dated January 
15, 1957, transmitting the final report. on the recommendations of 
Ford, Bacon & Davis, Inc. This, as L understand it, was a survey 
team that was brought into the Treasury for certain studies? 

Mr. Burcerss. That is right. 

Mr. Gary. In this report you show the recommendations and which 
of the recommendations have been adopted. 

I requested this report, as your letter indicates, in order that we 
might insert it in the record, and I shall insert the report at this point 
in the record. 

(The report referred to is as follows :) 


JANUARY 15, 1957. 
Hon. J. VAUGHAN GARY 
Chairman, Treasury Subcommittee of the House Committee on 
Appropriations, Room 207, Old House Office Building, 
Washington 25, D. C. 


My Dear Mr. Gary. Thank you for your letter of December 3 regarding our 
supplementary progress report on recommendations of Ford, Bacon & Davis, Ine. 
You suggest that if a report was not inserted in the hearings of last year 
that a complete report should be included in this year’s hearings. Such a report 
has been prepared and I appreciate the opportunity it affords us to present a 
complete summary of our actions on all the recommendations. 

With kindest personal regards, I am 

Sincerely yours, 
W. RANpDOLPH BuRGESs, 
Under Secretary. 
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DISPOSITION OF THE 44 RECOMMENDATIONS OF ForpD, BAcon & Davis, INc., 
CONTAINED IN THEIR SURveEY REPORT ON THE FISCAL SERVICE 


RECOM MENDATIONS 


1. “Therefore, the engineers believe 
that, from an organizational point of 
view, all positions below the Fiscal As- 
sistant Secretary level should be 
career posts.” 


2. “In addition to performing the 
functions of the Operations and Meth- 
ods Staff as now established in the 
Office of the Fiscal Assistant Secretary, 
the responsibility of the Technical As- 
sistant, Systems and Methods, should 
be expanded to include some of the 
functions now delegated to the Division 
of Accounting Systems and Internal 
Audit and the Associate Commissioner 
in the Bureau of Accounts.” 

3. Similar considerations are the ba- 
sis for associating internal audit with 
procedures and methods at the Bureau 
level.” 

4. “The Procedures and Methods 
Staff, as proposed, would incorporate 
the functions of the present Auditor 
and the procedures and methods work 
for the Bureau now done by the 
sjudget and Management Office (of the 
Bureau of Banking Operations).”’ 

11. “The Procedures and Methods 
Staffffs in both Washington and Chi- 
cago should be responsible for the in- 
ternal audit of operations as discussed 
in a preceding section.” 

5. “Vertification of the count of unfit 
currency, being in the nature of an 
audit, should also be transferred from 
the Budget and Management Office to 
the Procedures and Methods Staff (of 
the Bureau of Banking Operations) .” 

6. “At the time of the survey, the 
desirability of transferring all functions 
connected with accounting for the pub- 
lic debt from the Office of the Treasurer 
to the Bureau of the Public Debt was 
being discussed. In the proposed or- 
ganization, the functions in question 
are retained in the Division of Financial 
Accounts of the Bureau of Banking 
Operations, since in the opinion of the 
engineers, these functions serve a dif- 
ferent purpose than those in the Divi- 
sion of Public Debt Control Accounts.” 

7. “In the organization proposed for 
the Bureau of Public Debt, the savings 
bond operation in Chicago would be 
established as a subbureau, with the 
Deputy Commissioner in charge respon- 
sible to the Commissioner for the 
operations under his control.” 


ACTION 


Disapproved. 

Existing arrangements of having 
political appointees in the line of com- 
mand below career administrators is 
not adversely affecting Treasury oper- 
ations. 

Approved. 

The Systems and Methods Staff now 
represents the Fiscal Assistant Secre- 
tary in the joint accounting program 
for improvement of accounting in Fed- 
eral Government, effective August 7, 
1956, which accomplishes the principal 
purpose of this recommendation. 


Approved. 

These are grouped because of asso- 
ciation of functions. Internal Audit 
should be independent of systems work 
and should point out deficiencies, prob- 
lems, opportunities for improvement, 
and systems staffs should apply ‘cor- 
rective measures. The 2 functions 
should be supervised independently 
but report to 1 official at Bureau level. 


Disapproved. 
This is an organizational change and 
does not involve monetary savings. 


Present organization permits more ef- 
fective operation. 


Approved. 

A modified accounting system with 
control accounts remaining in Treas- 
urer’s Office and detailed accounts in 
the Bureau of the Public Debt has been 
in operation on a trial basis since July 1, 
1956, and will be on a permanent basis 
by July 1, 1957. 


Disapproved. 

Present arrangement is satisfactory 
and suggested change would be con- 
trary to nomenclature pattern of Senate 
Committee on Government Operations. 
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DISPOSITION OF THE 44 RECOMMENDATIONS OF Forp, Bacon & Davis, INC., 
CONTAINED IN THEIR SURVEY REporT OF THE FISCAL SERVICE—Continued 


RECOM MENDATIONS 


8. “It is proposed that the basic rec- 
ords in connection with savings bonds be 
developed in Chicago, although the final 
public debt accounts would continue to 
be maintained in Washington. Pri- 
marily this would mean preparation of 
the consolidated report of redeemed 
savings bonds by the Division of Retired 
Savings Bonds and submission to the 
Division of Public Debt Control Ac- 
counts for incorporation into the over- 
all accounting for the public debt.” 

9. “In line with this concept, the 
present regional offices of the Register 
(retired savings bond audit branches 
in the proposed organization) should 
report to the Chicago subbureau since 
they are dealing entirely with savings 
bonds and the procedures in the re- 
gional offices are tied in directly with 
the Chicago operations.” 

10. “It would not then be necessary 
to maintain the Chicago regional office 
as a complete operating entity, and 
duplication of. services, such ,as, person- 
nel, could be eliminated, especially as 
both units are located in the same 
building. Some savings should result 
from treating the regional office as an 
integral part of the Chicago operation.” 

11. “The Procedures and Methods 
Staffs in both Washington and Chicago 
should be responsible for the internal 
audit of operations as discussed in a 
preceding section.” 

12. “In Chicago, the functions of the 
microfilm technician pertain to methods 
work and the personnel involved should, 
therefore, be assigned to the Procedures 
and Methods Staff.” 

13, “There should be established an 
administrafive assistant in the Bureau 
of Public Debt who should be respon- 
sible for consolidating budget estimates 
from the subbureaus, developing and 
administering the budget for the Bureau 
as a whole and for performing func- 
tions for the Bureau similar to those 
of the administrative assistant to the 
Fiscal Assistant Secretary.” 

14. “There should also be established 
a Procedures and Methods Staff at the 
Bureau level to coordinate the work of 
similar staffs of the subbureaus, to de- 
velop procedures on a bureauwide basis, 
and to appraise the internal audit pro- 
grams of the subbureaus, which should 
include periodic on-the-spot check of in- 
ternal audit operations, as required. 
These functions cover the work now 
performed by Machine Accounting 
Methods personnel on the staff of the 
Commissioner of the Public Debt, that 
part of the work of Methods and Pro- 


ACTION 


Disapproved. 

Since regional offices are under con- 
trol of Washington office, the prepara- 
tion of the consolidated report of 
redeemed savings bonds should be done 
in Washington. 


Disapproved. 

Effective coordination of other offices 
located in Washington involved and if 
changed might result in increased ex- 
penses. 


No action. 

Possibility of relocating office in ques- 
tion to a noncritical target area. In- 
volved in this move is the Internal 
Revenue Service which is also in need 
of additional space. Recommendation 
is status quo until space arrangements 
can be solved. 


See recommendation No. 3. 


Disapproved. 

Present arrangement is preferable 
since the work involved is bureauwide 
in scope. 


Disapproved. 

Would. create another layer of super- 
vision to present organizational struc- 
ture and thereby increase cost. 


Disapproved. 

The adoption of this recommendation 
would increase operating costs with no 
apparent benefit. 
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BECOM MENDATIONS 


cedures Office devoted to bureauwide 
activities, and that part of the internal 
audit work of the Division of Public 
Debt Accounts and Audit concerned 
with the Bureau as a whole.” 

15. “Responsibility for maintaining 
all numerical registers should, there- 
fore, be centralized by transferring this 
numerical register to the Division of 
Retired Securities in the proposed or- 
ganization.” 

16. “The engineers, therefore, believe 
that the regional disbursing officer 
should have administrative supervision 
and direct control of all operations in 
the region, with technical control of 
accounting procedures exercised by the 
Supervisor of the Accounting Division 
in Washington by means of instructions 
transmitted through the regional dis- 
bursing officer, as at present. There 
would then be a single h:ad responsible 
for the operation of the regional office 
and responsibility for performance 
could be fixed.” 

17. “The Operating Control and Re- 
ports Offices should be responsible for 
functions now assigned to Budget and 
Management and Administrative serv- 
ice units.” 


18. “The Personnel Administration 
Offices should be responsible for the 
functions now assigned to the Person- 
nel Offices except for preparation of pay- 
rolls which is being done in one of the 
personnel offices. Preparation of pay- 
rolls is generally considered as an ac- 
counting function and should be as- 
signed to the Operating Control and 
Reports Offices.” 


ACTION 


Disapproved. 

Transfer of the activity from the 
processing unit would retard action and 
increase operating cost. 


Approved. 

It is agreed that each regional dis- 
bursing officer should have direct con- 
trol over all operations in his region. 


Disapproved. 

Effective management of budget and 
accounting would not be realized if 
these functions were tied in with func- 
tions ordinarily a part of Administra- 
tive Service Units. Operational title 
suggested, if descriptive of activities, 
would be confined to statistical control 
and reporting rather than Budget Ac- 
counting and Administrative Service. 

Approved. 

Payroll preparation is an accounting 
function. In the Bureau of the Public 
Debt the preparation of administrative 
payrolls has been transferred from Per- 


sonnel Office to Budget and Accounts 
Office. 
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RECOM MENDATIONS 


19. “Inquiries concerning check sign- 
ing methods disclosed that a project is 
being conducted by the Bureau of the 
Census at the request of the Division of 
Disbursement to modify the present 
check microfilming machines so that 
checks may be signed concurrently with 
their microfilming. Estimates set forth 
in a report of the Bureau of Accounts, 
dated July 15, 1954, indicate an ex- 
pected annual savings of $75,000. In 
consideration of such a saving and also 
in view of the recommendation herein 
to eontinue microfilming: checks, this 
improvement should be installed as soon 
as practicable.” 

27. “Combine check signing and mi- 
crofilming operations. Saving esti- 
mated to be $75,000.” 

32. “Eliminate the microfilming of 
checks prior to mailing.” 

20. “It was further ascertained that 
the Bureau of Standards rendered, with 
certain reservations, a favorable report 
on the use of magnetic tape for the 
redeemed bond recording operations in 
Chieago. This study should be reacti- 
vated in view of the advanced stage of 
the study for the use of magnetic tape 
system in the reconciliation of checks.” 


21. “It was also stated that resump- 
tion of such (Fiscal Agency) confer- 
ences was desirable to bring together 
operating personnel who would other- 
wise have no personal contact with each 
other.” 

22. “Unadopted recommendation No. 
3. Audit paid savings stamps and com- 
pute redemption value thereof on test 
basis: It is evident that the value of 
the discrepancies discovered in re- 
deemed savings stamps is too small to 
justify the present detailed auditing 
procedure.” 

23. “Due to the factor of judgment 
which is involved, the internal audit 
program of the bureau should be ampli- 
fied to provide periodic coverage of de- 
positary transactions, even if this re- 
quires an additional appropriation 
request.” 


ACTION 


Approved. 

The suggestion by Records Engineer- 
ing that the Division of Disbursement 
discontinue the microfilming of checks 

vas rejected back in 1954. Ford, Ba- 
con & Davis supported Treasury’s con- 
clusion but suggested that study be 
continued to combine microfilming and 
check signing operations. The Division 
of Disbursement placed orders for pur- 
chase of 43 check signing attachments at 
a total cost of $74,220. By combining 
check writing and microfilming, and 
eliminating bookruns, the annual sav- 
ings is estimated at $180,000. 


Approved. 

The experience acquired in the ap- 
plication of electronic equipment to the 
payment and reconciliation of Govern- 
ment checks has benefited the Depart- 
ment in its study of the use of mag- 
netic tape for recording the issue and 
retirement of savings bonds. Four com- 
panies have submitted proposals and 
based on these, the Bureau of the Public 
Debt is preparing a statement of re- 
quirements which will be submitted to 
the four companies for cost estimates, 
ete. 

Approved. 

Resumption of Fiscal Agency confer- 
ences on a biennial basis except when 
subjects to be discussed warrant 
otherwise. 


Approved. 

Caleulated risk involved in the test 
audit of savings stamps is small in 
comparison with annual savings. Ap- 
proximately 10 percent of stamps are 
presently subject to audit. Annual 
savings of $22,800. 


Approved. 
An additional internal auditor has 
been appointed. 


in 
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24. “The engineers concur with the 
recommendation that the review and 
analysis of reports should be increased 
if adequate control of depositary opera- 
tions is to be maintained. The Bureau 
of Accounts stated that more complete 
analysis of reports is desirable, but that 
the number of personnel assigned to the 
work is limited by the appropriated 
funds available.” 

25. “Various possibilities for reduc- 
ing expenses which require changes in 
operating policy have been considered 
by the Fiscal Service such as consolida- 
tion of the three present regional oflices 
of the Register as part of the Chicago 
office. If this were done there would 
be an estimated savings of about $170,- 
000 a year in administrative and super- 
visory personnel costs.” 

26. “The number of regional disburs- 
ing offices has been reduced in the past 
by consolidating the work and it may 
be possible to proceed further in this 
direction as conditions warrant.” 
“Combine check signing and 
microfilming operations. Savings esti- 
mated to be $75,000.” 

28. “Use electronic business 
chines for check reconciliation.” 


mt 
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29. “Eliminate microfilming of series 
E registration stubs in numerical se- 
quence,” 


30. “Examine redeemed and unissued 
interest coupons on a test basis.” 


31. “Discontinue policy of perpetual 
accountability for securities and estab- 
lish a fixed retention period.” 

32. “Eliminate the microfilming 
checks prior to mailing.’ 

33. “Eliminate the $25 denomination 
of the series E savings bond.” 

Under consideration prior to survey. 


of 


ACTION 


Approved. 

More complete analysis of reports is 
now being made. An increase in ap- 
propriated funds for 1956 and 1957 was 
allowed permitting the addition of four 
examiners and an additional amount is 
being requested for the fiscal year 1958 
to afford a more satisfactory and com- 
plete analytical examination. 


Disapproved. 

Transfer not practicable because of 
serious recruitment problems and se- 
curity involved. 


Approved. 

A study was initiated prior to sur- 
vey, and as a result four offices were 
discontinued. Estimated savings $126,- 
500. 


See recommendation No. 19. 
Approved. 
The use of electronic machines in 


the payment and reconciliation of card 
checks was under consideration prior 
to survey. On July 1, 1956, a partial 
changeover to the new method was 
realized and it is believed that in the 
near future all card checks will be paid 
and reconciled by electronic method. 
Estimated annual savings to Govern- 
ment, $1,750,000, and in addition an 
estimated annual savings of approxi- 
mately $500,000 to the Federal Reserve 
banks. 

Disapproved. 

Maintenance of adequate registration 
records necessary from the standpoint 
of good administration. 

Disapproved. 

Considering the average value of the 
coupons and types of errors found, a 
test audit would be unwise. 

Approved. 

It is agreed that a fixed retention pe- 
riod for securities is desirable. 

Disapproved. 

See recommendation No. 19. 

Disapproved. 

The United States savings bond jro- 
gram has been most successful and it 
is believed that the withdrawal of the 
$25 bond would adversely affect the pro- 
fram, 
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,ECOM MENDATIONS 


84. “Change the $25 and $50 denomi- 
nations of the series E savings bond 
from a registered to a bearer security.” 

Under consideration prior to survey. 


35. “Produce the $50 and $100 series 
E savings bonds by the offset printing 
process.” 

Under consideration prior to survey. 


36. “Permit destruction of Federal 
Reserve notes by Federal Reserve 
banks.” 

Under consideration prior to survey. 

37. “Reduce fees to paying agents for 
redeeming savings bonds.” 

(a) From an average of 12.4 cents 
per bond to 10 cents. 

(bd) Change payment period from 
quarterly to semiannually with con- 
tinuation of fee of 15 cents per bond 
for first thousand redeemed in period 
and 10 cents for all above that number. 

(This is an alternative of (a)). 

Under consideration prior to survey. 

38. “Reduce the size of savings bonds 
to card check size.” 

Under consideration prior to survey. 


39. “Charge a fee for issuance of sub- 
stitute bonds.” 
Under consideration prior to survey. 


40. “Permit average dating of savings 
bonds.” 

Under consideration prior to survey. 

41. “Discontinue safekeeping activi- 
ties of the Treasurer and Federal Re- 
serve banks in connection with savings 
bond.” 

Under consideration prior to survey. 


ACTION 


Disapproved. 

Would eliminate safeguards to small 
investor, and the increased transporta- 
tion cost would exceed savings realized 
by eliminating clerical force in connec- 
tion with registering securities. 

Approved. 

The successful printing by offset proc- 
ess for $25 series E savings bonds prior 
to the survey was proof that further 
savings by printing $50 and $100 bonds 
by the same method could be realized. 
Estimated annual savings of $150,000. 

Disapproved. 

Since there is a large amount of 
money involved, present controls should 
be continued. 

Disapproved. 

Bank operating costs have increased 
since 1946 when fees were set. It is 
agreed that a decrease now would 
jeopardize our position with the banks, 
as economies are realized through the 
issuance of bonds on a nonreimbursable 
basis. 


Under study. 

The Treasury is actively engaged in 
testing a proposed punch card series E 
savings bond. The Federal Reserve 
banks are presently studying a segment 
of the test and it is believed that a 
proposed bond with recommendations 
may be ready for submission to the 
Secretary at an early date. 

Disapproved. 

Would not be in the public interest 
to charge fees for replacement of lost, 
stolen, or destroyed securities. Han- 
dling fees would increase administra- 
tive cost. 

Disapproved. 

Presents opportunities for fraud. 
Would increase cost to issuing agents. 

Approved. 

Discontinuance of further acceptance 
of savings bonds for safekeeping for ci- 
vilian employees was made effective 
ec. 0. b. March 31, 1955. Safekeeping 
facilities are being continued for mem- 
bers of the armed services. 

Estimated savings of $133,000. 
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RECOM MENDATIONS 


42. “Discontinue centralized disburs- 
ing operations.” 

Nore.—Whether disbursing opera- 
tions shouid be decentralized was not 
evaluated by Ford, Bacon & Davis, and 
they intimated that a separate study 
would be required to weigh the factors 
involved. The Fiscal Service was en- 
gaged in a study of the question prior 
to the survey. 


“Discontinue the sale of savings 
stamps.” 
Under consideration prior to survey. 


44, “Organizational nomenclature rec- 
ommendations not otherwise covered in 
the report are included on exhibit 7.” 


ACTION 


No Action. 

On October 16, 1956, the Secretary in 
letters to the Comptroller General and 
the Budget Director suggested that a 
committee composed of the Fiscal As- 
sistant Secretary, Assistant Budget Di- 
rector and a representative of GAO con- 
sider all phases of centralized disburs- 
ing and prepare a joint report indicat- 
ing if economies can be obtained 
through transfer of disbursing opera- 
tions from Treasury. 

The Department therefore does not 
propose to take action on this recom- 
mendation until completion of this 
study. 

Disapproved. 

The sale of stamps is a means of en- 
couraging thrift in the younger gen- 
eration and its discontinuance would be 
unfavorable to the school savings pro- 
gram. 

Disapproved. 

It is believed that changes in organi- 
zational nomenclature would be confus- 
ing to the Federal Reserve banks and 
to the public. The suggested titles, 
aside from being longer would also be 
more restrictive and certainly not as 
descriptive. 


COST AND ACCOMPLISHMENTS OF FORD, BACON & DAVIS SURVEY 


Mr. Gary. 


ments of the survey ? 


I wonder if you will briefly tell us what this survey cost 
and what in your judgment have 


been the outstanding accomplish- 


Mr. Burcess. I think I will ask Mr. Heffelfinger to deal with that. 


He handled the direct negotiations. 


Mr. Herretrincer. It was made about 2 years ago. 
Mr. Burcess. 1 might say this is the result of our desire to have 


somebody go over the entire bookkeeping and fiscal operations to see 
where we could make savings. We talked it over with the Budget 
Bureau and the General Accounting Office to see what would be the 
most effective way of doing it. We got suggestions and bids from a 
whole group of accounting “firms, as to what they would do it for and 
the character of personnel they would put on it. We finally selected 
Ford, Bacon & Davis, and they sent a team of men who were pretty 
good. They did this job for us. We had a good many conferences 
with them and looked over their results. 

I think one is always a little disappointed in a survey of this sort. 
A team of people who come in from the outside and look over your 
operations over a period of a few months never really get at the funda- 
mentals of some of your operations. But these men did make a number 
of very helpful minor suggestions, I do not think the net saving is 
very large, but we have taken every suggestion ee made, turned it 
upside down, and have adopted a good many. I do not think the 
net result is a very great saving, but it does give us a feeling of greater 
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satisfaction that we have had someone from the outside who could be 
objective about it go through these operations with a fine-tooth comb. 

Mr. Herrecrincer. It cost about $27,000, as I reeall. It covered the 
Bureau of Public Debt, the Bureau of Accounts, and the Treasurer 
of the United States, as well as our field organization. 

I think it did not point out many areas we had not already known 
about and which we were not. already pursuing on our own. It did not 
show we were negligent. I think it stimulated our people and kept 
them on their toes and gave them the advantage of checking their views 
with outside people. They y approved some of our methods and pointed 
out some ways we could make minor savings. But as a whole, I think 
it was beneficial in that it stimulated our people. 

Secretary Humpnurey. Mr. Chairman, I have my eye on the clock 
and wonder if you could finish with me. I have a lot of things backed 
up and wonder if you could finish with me and then go on with things 
of that kind with the other members of my staff. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


POSITION OF ASSISTANT SECRETARY 


Mr. Gary. There is one matter I would like to ask you about, Mr. 
Secretary, and that is with reference to the Assistant Secretary’s post 
held by Mr. Robbins, and certainly what I have to say is no reflection 
whatever on Mr. Robbins. From what I can understand and from 
what I have seen of him, he has done an excellent job. This committee, 
however, did recommend abolishing that position several years ago 
because we understood it was created largely for the purpose of liqui- 
dating certain of the activities of the Department, yarticularly the 
RFC, which had been entrusted to the Department, aed also the rubber 
plants and the tin smelter, and since practically all or a substantial 
part of that task has been discharged, we thought it was time to abolish 
the position. 

I notice that you recommend very strongly that it be continued at 
the present time because of other duties that Mr. Robbins is perform- 
ing. Could you give us a little more specific information with refer- 
ence to that? 

Secretary Humenrey. I will be very glad to. You see, what has 
happened is that while this job was originally created for the specific 
purpose of liquidation of the RF C—and I just want to say in that 

regard that a very excellent job, in my opinion, has been done in that 
connection. We have liquidated a lot of money. We have taken ad- 
vantage of times when refinancing could be done, and I just want to 
compliment Mr. Robbins very highly on what he has accomplished, 
and the fact is he has liquidated a “lot of e xpense that was going on in 
the RFC, and in the next 6 months he will liquidate a lot more. 

But what has happened in the meantime is that the Treasury has 
found it necessary or desirable to be much more active and to be 
represented on a number of these other things that did not exist at 
the time. This Small Business activity has taken on a lot of impetus 
and I think it will continue and probs ably will expand somewhat. That 
is a job that did not exist in the way it does now just a short time : ago. 

There is the activity with the ODM Committee and the Randall 
committee. 
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Mr. Gary. Is not the small business activity handled by the Small 
Business Administration ? 

Secretary Humpurey. Yes, but the Board of Directors are repre- 
sentatives of the Secretary of Commerce and the Secretary of the 
Treasury. Both Commerce and Treasury cooperate intimately and 
in detail with that activity. We need somebody to do that because 
that is a very important function that takes knowledge and experience 
and time. 

The same thing is true with regard to this Randall committee and 
the ODM Committee. 

They have built up a number of other things in which the Treasury 
has been asked to participate and, frankly, I would just hate to see 
the Treasury not do it. I think the current daily activity of the 
Treasury in a lot of these other functions in the Government is a 
very wholesome thing, and I think by and large out of the whole 
activity we get a current feel of requirements and have an opportunity 
to assist in trying to keep those requirements within reasonable bounds 
that we never would do without this current contact. 

I think it is money very, very well spent, and they are activities 
that take a lot of time and that just cannot be put on any of the 
existing officers because they have all they can handle. 

So it is to cover all of these things that have grown up that we have 
been participating in that were not for merly very actively attended 
at all. I spend a great deal of my time in activities entirely outside 
the Treasury. 

I would hope very much that you would approve the continuation 
of this office. I think it is money very well spent and a very desirable 
thing to continue. I would feel very badly if it were omitted. 


Coast Guarp AIRCRAFT 


Mr. Gary. I have a letter from Mr. Kendall dated December 27, 
1956, which I would like to insert at this point in the record. It 
deal with the question of the reevaluation of all Coast Guard activities 
involving the use of aircraft. 

Our committee last year requested that the Secretary of the Treasury 
and the Commandant of the Coast Guard conduct a complete reevalu- 
ation of all Coast Guard activities involving the use of aircraft, and 
to present by December 31, 1956, a report containing conclusions 
dr awn from the reevaluation survey, and recommendations, includ- 
ing a plan for finance ing, for a program of procurement and replace- 
ment of such aircraft as may prove desirable. 

(The letter referred to is as follows:) 

TREASURY DEPARTMENT, 
ASSISTANT SECRETARY, 
Washington, December 27, 1956. 
Hon. J. VAUGHN GARY, 
Chairman, Subcommittee on Treasury-Post Office Appropriations, Committee 
n Appropriations, House of Representatives, Washington 25, D. C. 

Dear Mr. CHAIRMAN: In its report accompanying H. R. 9064, the Treasury 
appropriations bill for the fiscal year 1957, your committee directed the Secretary 
of the Treasury and the Commandant of the Coast Guard to conduct a complete 
revaluation of all Coast Guard activities involving the use of aircraft and to 
present by December 31, 1956, a report containing conclusions drawn from the 
revaluation survey, and recommendations, including a plan for financing, for 


a program of procurement and replacement of such aircraft as may prove 
desirable. 
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At the outset, it was felt that a firm basis for such report absolutely required 
a complete and modern assessment of objectives, aircraft and deployment con- 
sonant with the needs of the foreseeable future and Coast Guard capabilities. 
Pursuing this approach to your directive, a group of Coast Guard officers has 
been engaged intensively since last April in a meticulous study of every aspect 
of this aviation problem. As you are well aware, and in line with the future 
necessities, one of the time-consuming difficulties results from swiftly changing 
aviation technology. 

In view of the long-range magnitude and the complexity of the inquiry, we 
have been extremely anxious that the study be given sufficient time to accom- 
plish its purpose thoroughly. Because of your own real, deep, and appreciated 
interest in the problem, I am quite certain that you share this feeling. 

I have only recently received the results of this very comprehensive and 
technical study. Its detailed information and the conclusions drawn by the 
study group challenge further consideration and thought as well as additional 
testing before they can be passed on to you in the form of either preliminary or 
final recommendations. 

Unfortunately, therefore, it is now clear that it will not be possible to present 
to you by December 31 any truly careful evaluation of the situation upon which 
to hase a course of action in this area which is so important from the viewpoint 
of the Coast Guard and your committee alike. We are therefore taking the 
liberty of requesting an extension of December 31 deadline. 

To the end that valuable time is not lost, pending final conclusions which will 
be forthcoming at the earliest possible date, the 1958 budget makes provision for 
aircraft procurement in an amount which we feel makes a respectable start on 
a program commensurate with the objectives which I am sure are shared by 
all of us. 

Every effort will be made to the end that a definitive report, including recom- 
mendations for implementing a complete program, is in your hands as promptly 
as possible, and you may rest assured that the matter is and has been receiving 
constant attention of first priority. 

Sincerely yours, 
Davip W. KENDALL, 
Acting Secretary of the Treasury. 


Mr. Gary. Our committee has been very greatly concerned over this 
aircraft-replacement program in the Coast Guard. Our interest 
antedates this administration. Back in the previous administrations 
they would ask one year for a very large appropriation for replace- 
ment of aircraft. We directed the Coast Guard at that time to work 
out a program of replacements so that these replacements would be 
made annually on a more uniform basis and would not present such a 
large request for appropriations in any one year. 

This they did, and we were just installing that program when your 
administration came in. And at that time I said to Assistant Secre- 
tary Rose. I read from the hearings of April 23, 1953: 


Mr. Rose, I asked that you be present today because frankly, I want to state 
that this item is the one item in this whole curtailed program that gives me 
serious concern. 

I have a son that is in the Air Force ROTC at the present time. I do not 
believe that we ought to take these boys into the Air Force or into the Coast 
Guard, and risk their lives by sending them up in defective planes. I want to be 
assured for one before we cut this item that the Treasury Department has satis- 
fied itself that this reduction can be made without endangering the lives of the 
men who are going to use these planes in the Coast Guard. 


Mr. Rose replied : 


Of course, I entirely concur in your feeling about the necessity for keeping the 
air equipment in a condition where it does not endanger the boys whom we enlist 
to use it. 

The theory behind this was one which was cooperatively worked out. The 
purpose of it was the deferment for a year of the plane replacement program 
for the purpose of a review, and in part to determine whether there was any 
other source of planes such as the Air Force and the Navy, which might be used 
rather than the acquisition of new planes, but with the conviction, which I 
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believe is borne out by the other w itnesses here, that during this year of review 
these planes, by maintenance, can be kept in an entirely safe condition for 
utilization during that year. 

That was 1953, nearly 5 years ago. We are dealing now with 1958. 
And yet Mr. Kendall’s letter states you still have not worked out a 
program of replacement and that you are still giving the matter study. 

Can you give us any more information about that ¢ 7 

Secretary Humpurey. Yes, I can. I can tell you just exactly how 
I feel about it and why. 

[t just happened that almost contemporaneously with our coming in 
here we went into the biggest change in the aircraft business there 
has ever been. We went from reciprocating motors to jet motors in 
the military, and it is reaching into commercial operations. That is 
a slow development commerci: ally, but it is a very rapid development 
in military planes. That completely changes both the cost and the 
characteristics of the planes themselves and the speeds at which they 
travel. 

As this develops, the older planes for many purposes are being made 
obsolete, and they will be no good 3 or 4 or 5 years hence. You are in 
a period where it is extremely difficult to tell what it is you ought to 
prepare for. 

Going back just 4 or 5 years, the cost of the planes you are talking 
about was from $75,000 to $250,000 apiece, in that area. Today you 
talk about $1.5 million to $2.5 million for a plane. It is an entirely 
different field. 

I do not think we should risk the life of a man by being niggardly 
in the supplying of equipment, and I do not think we should take any 
chances in that regard, but the age of planes over a period of time 
has very little to do with that. Prob: ibly the safest plane in the air 
is still the DC-3. Probably you have less accidents with the DC-3 
than any other inen and plenty of them are being used by private 
companies and Government operations that can well afford something 
much more recent. 

So safety is not necessarily related to age, within a reasonable 
period. But a DC-3 is absolutely useless for many functions of the 
Coast Guard. It is not just the cost of the plane. It is the cost of 
the runways; it is the cost of the facilities to get in and out, and a lot 
of things. You cannot land a lot of these planes on places the Coast 
Guard has to land on. If we went to a modern ead today that 
would cost $1.5 million or more, we not only have that expense, but 
we have to change all our facilities to get on and off the ground. We 
may even have to change a, lot of locations. Our present locations 
might not be usable. 


USE OF MILITARY AIRCRAFT 


Part of our job is to escort planes. We have had very marked 
changes in what our duties are in the Coast Guard that the planes 
are required for. And I have had the feeling that with this great 
change that is going on we ought to be able to go through a transition 
period where the use of planes of a military character that would fit 
into our services would be feasible, rather than going out and buying 


high priced planes that 4 or 5 years hence may not fit into the plans 
at all. 
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We have worked and worked on this. The military must have some 
planes that will come out of the end of the line somewhere. We have 
not been able to find them. 

That is part of Mr. Kendall’s difficulty. That was Mr. Rose’s 
difficulty. I have talked to Mr. Wilson, to Mr. Quarles, and have had 
generals working on the thing. If we went out today to buy planes 
I think probably we would pay a high price for planes that would be 
obsolete before we got them. 

Mr. Gary. I feel the same way about it. The defense forces are 
changing from the old type planes to jets. Frankly, 1 do not think 
the Coast Guard needs jet planes to perform their services, and I do 
not see why you cannot get some of those planes that are being dis- 
carded, not because of the condition of the planes but because they 
are outmoded for defense purposes. 

Secretary Humrnrey. That is right. Our trouble is to get a plane 
that the military will discard but our people will — Our people 
want the latest thing too. Why not? They see the Navy spending 
money buying these new planes that cost $2 million apiece, and they 

‘, “Why should not the Coast Guard get them?” It is pretty hard 
s answer, if the Navy is getting them, ‘why the Coast Guard should 
not get them. But the function is quite different, and it seems to me 
we ought to hit a medium and find some planes somewhere in this 
enormous investment in planes we have that do not serve a Navy func- 
tion but will serve our function. We have not been able to do it yet. 

Mr. Gary. A great many of your planes have been turned over to 
you from the Department of Defense ; have they not? 

Secretary Humprrey. Yes; those are the old warplanes. 

Mr. Gary. You have the DC-4 which is referred to as the Secre- 
tary’s plane? 

Secretary Humpnrey. But the Secretary has never been in it, by 
the way. I have never been in it, and have never set a foot in it. 1 
hope to some day. 

Mr. Gary. It is used, and is necessary for taking the Coast Guard 
officers, the Customs officers, and the other Treasury officials around 
on their routine inspections, especially to some of their out-of-the-way 
locations. I have ridden in that plane, as I accompanied the C oast 
Guard officials on their inspections on numerous occasions. The report 
is that the plane was General Eisenhower’s plane during World 
War IIL. I do not know whether that is true or not. 

Secretary Humpurey. I would not be surprised. 

Mr. Gary. However, it is not only rather old but it is not pres- 
surized, and if it is safe it is certainly uncomfortable when you get 
at high altitudes. 

Secretary Humrnrey. Well, there you are. It is just a . 
Now, to get a modern plane that will do that job would cost $1.8 
million or $1.6 million, would it not, Mr. Kendall ¢ 

Mr. Kenna. Yes; and we are talking about one at $3 million, 
which is quite a lot of money. 

Secretary Humpurey. It is terrific now. As I say, I do not think 
we should jeopardize these people, and I do not want the life of any boy 
in the Coast Guard jeopardized, and I do not think anyone should be 
jeopardized because of not furnishing the proper equipment. I just 
hate to see it, but we have been pretty fortunate. I know from my own 
personal experience that planes can be maintained and that old planes 
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do a whale of a job. We ran the biggest private airlift up in Canada 
that was ever run, and we did it all with DC-3 planes. We carried 
more freight and more passengers than anyone ‘other than a regular 
airline has ever carried, and it was all done with DC-3 planes. They 
were all pretty sad, and they were old planes. 

I know by proper maintenance you can keep airplanes in the air 
and do a good job for a reasonable time, but we are getting near the 
end of the line on this. We have got to do something on this. We 
have got to do something pretty soon and I hope that Mr. Kendall is 
going to be able to work out something which will be the most practical 
way ‘of mi aking this transition. 

Mr. Gary. Mr. Sec retary, you mentioned the DC—3. I do not be- 
lieve the Coast Guard has any DC-3’s. 

Secretary Humpnrey. Yes; we still have 3 or 4; but if you tell them 
they had to have DC-3’s, they would j jump out the window. However, 
most of the top officials of your industrial companies ride around the 
United States in DC-3’s. 

Mr. Gary. Well, I certainly do not pose as an expert on planes. In 
fact, I know very little about them, but our first concern is the safety 
of the boys in the Coast Guard who have to use them. 

Secretary Humpnrey. I feel that just as strongly as you do. 

Mr. Gary. I know you have the same feeling. 

My colleague, Mr. Canfield, has also been very much concerned over 
this problem through the years, and I hope that you are going to speed 
up this study as much as possible. 

Secretary Humprnurey. It is not so much a study as it is a problem 
of finding something, as I say, that we can get out of the military that 
our people will take. I am not saying that our people are arbitrary 
or anything of the kind, because they are very cooperative. They 
are not demanding. It is a problem of how do we do it. I am trying 
to think of the Government, if you please, as a whole, rather than as 
only the Treasury Department. I would rather pay $1 million to the 
Navy or to the Air Force for a plane they have already got than 
T would to buy a new plane from someone e Ise if we could find one. I 
have told them that price is no object with us. We will pay the price, 
whatever it is, within the Government, because that is just a matter 
of our charging from one department to another. I would not like 
to let them stick us unduly, but it is not a matter of price; it is a matter 
of finding it. 

REPLACEMENT ON GRADUAL BASIS 


Mr. Gary. What we ure interested im, too, in addition to that, is 
a program whereby there will be a gradual replacement of some of these 
planes so it will not have to be done in one year, and at some time 
in the future we would be presented with a tremendous budget for. 
repl: cing a large number of aircraft that have become untrustworthy. 

Secretary Htsrnrey. That is what we are tr ying to do under this 
transition of planes and transition of duties. We are having a great 
tr: ansition both of duties and of planes, and we are doing things, actu- 
ally, in a large part of the Coast Guard today in this particul: ir regard 
that I just really do not know whether it is the Coast Guard’s duty 
to do or not. 

There is a great question in my mind about it. We do do it, and 
it is our duty as we are now formed, but just why we should be the 








40 


fellows that have to follow the airlines all over the world to look 
after them, and why we should have to follow the other people to pro- 
vide safety for all the rest of the people flying airplanes, creates a 
problem, and if they change their methods of operation, it means 
that we have to change ours in order to provide safety for them. 

So, it is a continually changing obligation that we have. 

Mr. Kenpatx. Mr. Chairman, just to interpolate with regard to 
safety only—and I can answer, or try to answer, any other questions 
that you have about this—there are the most stringent orders as far 
as the Coast Guard is concerned that any aircraft which is not safe 
and they are constantly being surveyed, as you know—hbe put out of 
commission. We put 2 out, 1 UF and 1 old B-24, within the last 
couple of months. 

Admiral Richmond, as you know, understands and I have been very 
concerned about the same thing that you have, and that is one thing 
that is not going to happen, as far as allowing these older planes to 
fly is concerned. 

Mr. Gary. We will go into this further when we take up the Coast 
Guard appropriation, but I did want the Secretary to know that this 
committee is greatly interested in the problem. 

Secretary Humpnrey. That is right. We are tremendously inter- 
ested ourselves, and it is a thing we give a great deal of attention to, 
and we have got to begin to make some progress with it. 








VACANCIES IN TAX COURT 


Mr. Gary. Mr. Secretary, I have one other question. 

The Tax Court representatives informed us when they were here 
the other day that there are two vacancies on the court which have 
existed since October 1956, I believe. 

Do you know when these vacancies will be filled ? 

Secretary Humpnurey. Mr. Scribner can tell you about that. 

Mr. Scrrpner. The problem of filling the vacancies, I can assure 
you, has not continued due to any lack of attention. It has been a 
question of attempting to find people of ability to fill them. 

Mr. Gary. Let me say that there was no criticism on the part of the 
Tax Court, but this just developed in the hearings, and I am simply 
asking for information. 

Secretary Humpnrey. What we are trying to do, Mr. Chairman, is 
to exercise great care in the selections, and with the help of the bar 
association and with the help of the accountants’ association, we hope 
to elevate to the highest possible degree the character of the Tax 
Court. 

We have spent a great deal of time on these appointments, and I 
think we have had some very excellent appointments in the past few 
years to that court. We have had judges appointed to the court who 
had served on the supreme court from their home States, and we have 
had some very fine people to come on and we are trying to be just 
as careful as we can in order to get the highest caliber men we can 
for those positions. ; 

Mr. Gary. I certainly concur with you in that regard. It is one 
court where we need very high type men. 

Secretary Humpnrey. That is right. In order to get the very best 
people, and in order to get some dispersion among the different States 
and bring the different viewpoints onto the court, we spend a lot of care 
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and attention in trying to get the highest type people on the court. 
Actually, the delay has been for a per iod of 3 or 4 months, now, but it 
will not lag long. 

Mr. Gary. Mr. Canfield, do you have any questions? 


ALEXANDER HAMILTON BICENTENNIAL 


Mr. Canriexp. Mr. Secretary, first 1 want to say this: 

I am sure that Alexander Hamilton, Thomas Jefferson, and others 
of the Founding Fathers must have smiled down on the little British 
West Indies island of Nevis on January 11, 1957, when the distin- 
guished chairman of our committee, Mr. Gary, who comes from 
Richmond, Va., and his minority counterpart, the gentleman now 
speaking, who represents Paterson, N. J., which was founded and 
named by Hamilton, tried to outdo one another in eloquent speeches 
before the assembled populace in lauding Hamilton and others of the 
Founding Fathers. 

Mr. Gary’s speech was in true Jeffersonian tradition. He was mind- 
ful of the fact that Alexander Hamilton did so much to elect Jetfer- 
son President of the United States, and having in mind my own strong 
feelings for Hamilton, we had quite a party, and I want to say to you, 
Mr. Burgess, that we are grateful for the part that you played in see- 
ing that ‘the two Members of C ongress were included in that mission. 
I believe I am right when I say that your lovely lady, Mrs. Burgess, 
is a descendant of Alexander Hamilton? 

Mr. Burcerss. She is a great-great granddaughter. 

Mr. Canrietp. We had with us, “Mr. Burgess, as you probably 
know, Mr. Lawrence Hamilton, who is a great-great grandson, 

Mr. Burgess. Yes, sir. 

Mr. Canrietp. Mr. Secretary, you now occupy the position in the 
President’s Cabinet once occupied by Alexander Hamilton in the 
Cabinet of President Washington and you would have been thrilled, 
had you been at this ceremony on Nevis, especially to hear about 100 
of the schoolchildren, ranging in age from 6 to 14, sing from memory 
three verses of the Star-Spangled Banner. Most of the VIP’s on the 
platform could not do that. 

Mr. Gary. Mr. Canfield, I want to say that my colleague made two 
very eloquent speeches, one at Nevis and one at St. Croix. He con- 
tributed a great deal to the program, and, for my part, it was a dis- 
tinct pleasure to join in the celebration. I appreciate the Treasury 
Department giving me the opportunity to do so. 

Mr. Canriep. Mr. Gary, each time, preceded me on the platform 
and presented quite a target for me to shoot at. 

Mr. Gary. You did admirably under very trying circumstances. 
When you were speaking outdoors at St. Croix the rain was a very 
disconcerting factor, but you did not let it disturb you. 

Mr. Burcess. I heard from other completely disinterested sources 
that you both made good speeches. 

Mr. Gary. Thank. you. 


APPEARANCE OF SECRETARY BEFORE FULL COMMITTEE 


Mr. Canrtetp. Mr. Secretary, I want you to know this: I was ex- 
ceedingly proud of you on last Wednesday when you appeared for 
more than 5 hours before the 50-member House Appropriations Com- 
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mittee to expound your economic philosophy. I think that when the 
record is printed—and I believe that the record is going to be avail- 
able next week—the reception by the citizenry of the United States 
of America is going to be very good. 

I was distressed no end when I read in today’s New York ‘Times 
a statement that a member of our committee, unnamed, said that 
he thought that the Secretary and the Director of the Budget, Mr. 
Brundage, who appeared yesterday following you, had just “passed 
the buck” to Congress. Now, I do not see it that way. You made it 
very clear to me, and I think to most of my colleagues on the com- 
mittee, that you had done everything you could do to cut the 1958 
budget. but at the same time you would be pleased if the Congress, 
exercising its wisdom and pursuing its constitutional functions, would 
make appropriate and well-documented cuts. 

[ look upon it this way : We in Congress now have the ball and it is 
not up to us to toss it back to you again. When it comes to the Treas- 
ury Department and when it comes to the Post Office Department 
over which this subcommittee has jurisdiction, I believe we are facing 
two tight budgets. The Treasury and the Post Office Departments 
are in the main service agencies. You heard me in the committee 
room the other day talk about the Post Office Department in our ever- 
growing country and our expanding economy. I have studied the 
history of the Post Office Department and I do not know of a year, 
excepting one, when the volume of mail did not exceed that of the 
preceding year and it was not necessary for this committee to allow 
appropriations for the employment of hundreds and now thousands 
of additional postal workers in order to carry the mail properly. 

Under the Treasury Department we have a military organization, 
the Coast Guard of the United States, and I was disturbed on Mon- 
day, Inaugural Day, when I heard a broadcaster refer to those 500 
Coast Guard cadets, whom I think stood out in the inaugural parade, 
as being members of a nonmilitary organization. I could hardly be- 
lieve it. I know, of course, as you know, that under the Code of the 
United States it is a military organization, and its participation in 
our military history has been well documented down through the 
years. 

You also have in the Treasury Department the revenue-collecting 
agencies of our Government: the Internal Revenue Service and the 
Bureau of Customs. You were called upon in 1957 and you will be 
called upon in 1958 to collect more dollars than have been collected 
in preceding years. 

I think it ill becomes any Member of Congress to say that you were 
“passing the buck,” and when I say that, I have in mind this fact of 
life: We in the legislative branch prepare our own budget which isnot 
subject to any review by the Director of the Budget and his staff. In 
other words, we of the House, having charge of our own housekeeping, 
prepare our own budget, and the Senate does likewise. We do not 
question the Senate’s figures, and the Senate does not question our 
figures. 

The Director of the Bureau of the Budget and his staff accepts our 
figures without any investigation wh: itever. Those figures show that 
for fiscal 1958 we in the legislative branch are asking for a 43-percent 
increase in funds over that of 1956. Now, who is “passing the buck”? 

Secretary Humpurey. That is an amazing figure. 
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COAST GUARD AIRCRAFT 


Mr. Canrietp. I am very much interested, Mr. Secretary, in this 
question of Coast Guard planes. I do not like to think that we have 
to await. upon the Air Force or any other military agency to make 
certain that the Coast Guard has proper planes, 

Shortly aiter the last election I went down to Bermuda and I made 
it a point to check on the planes that they have for SAR work in 
Bermuda. They were working on one of those planes. They had 
ripped off ~— of the outside and the fuselage, and so forth;and the 
inside of it was defective. 1 was told by personnel down there, as a 

result of my questioning, that they were hesitant about taking those 
planes out, more than 200 miles, and fearful that they might not come 
back. I was told by Coast Guard women, wives of pilots, that. they 
were extremely upset about the condition of those planes. 

I do not think, myself, that the Treasury Department is discharging 
its responsibility in leaving the situation static, awaiting the time that 
we can get. from other services proper replacements. ‘To me, if it is 
necessary to go out on the market, even though it is going to cost a 
lot of money to buy planes that we know are up to date and safe, I 
think we should do it. I do not think that the Coast Guard in this 
picture should be a stepchild of the other services. 

I wish, Mr. Secretary, that you could today give us assurance that 
we just will not have to proceed in that way. I do not think it is right 
that the complement of the Coast Guard should have those fears day 

after day, and that we should only be awaiting further developments. 

The Army is not doing that, the Navy is not doing that, and the Air 
Force is not doing that. 

Now, I was in Hamilton, Bermuda, on Remembrance Day—that 

, November 11, 1956, which is our Veterans Day and formerly our 
Sette e Day—and the Navy captain who is the top-ranking United 
States officer in Hamilton, Bermuda, knowing who I was, came up 
to me and said “Congressman, for Heaven’s sake, do something about 
those awful Coast Guard planes; will you?” 

He had planes there, and the Air Force had planes there, and they 
were safe and they were all right, and were reasonably up to date, but 
the Coast Guard did not. 

Secretary Humpnrey. I wonder how our relative accident records 
would compare? I think it would be very interesting to know that. 

Mr, Canrietp. Well, maybe, one of the reasons why, Mr. Sec- 
retary— 

Secretary Humpurey. If ours is not better than theirs, I will eat it. 

Mr. CanFrieLtp. Our people are hesitant about making long-range 
missions—that is, the Coast Guard people are hesitant and they are 
holding back, I think. 

[am so proud of the Coast Guard, and I am so proud, too, of your 
own leadership of the Coast Guard that I subscribe wholeheartedly 
to the statement that the distinguished chairman of the House Appro- 
priations Committee, Mr. Cannon of Missouri, made before the com- 
mittee, en banc the other di iy, that you, he believed, were one of the 
greatest Secretaries of the Treasury that we have ever had, and 
further, that it would be an “unmitigated disaster” if you were to 
leave your post. 

Secretary Humpnrey. I always shudder because I fear what is 
immediately going to follow. 








44 


Mr. Canrtexp. I know about this study and I know about what you 
say about the DC-3’s and DC-4’s. I was with Mr. Gary in that 
plane going down to Nevis with a complement of Coast Guardmen. 
When I woke in the morning, Mr. Gary told me about the difficulty he 
had in breathing during the night, and how many times he had to get 
up and fight for oxygen. I said “I underwent the same.experience, and 
I thought maybe I was getting sick.” It developed that others aboard 
had the same experience, and then when I spoke to the pilot of the 
plane, it was indicated that the men in charge of the plane also felt 
some difficulty. 

Secretary Humpnrey. Well, I do not want, in any way, to question 
your desire to have the Coast Guard raised to the highest levels, and 
I think it should be, but on the other hand, it has not been such a long 
time that we have had pressurized planes, and there are a great many 
planes in the air. After all, you can go to 10,000 and 12,000 feet in 
perfect comfort, and never know you are up there. It is only when 
you get considerably above that that you can tell, without looking at 
an instrument, that you are higher. There is an awful lot of room 
at 10,000 and 12,000 feet, unless you get, of course, some very peculiar 
sort of weather, or something of that sort. 

I do think that we have to make some progress promptly, and par- 
ticularly along the lines, as the chairman has said, as to getting a start 
somewhere along the line so as not to have replacements all at once. 
I think Mr. Kendall may be able to give you some help on that. 

Mr. Canrtexp. I hope he can, because I do not like to leave the rec- 
ord this way. Mr. Secretary, you indicated that the Treasury De- 
partment is waiting upon the other services to find out what can be 
given them as unnecessary for their purposes. I like to think of the 
Coast Guard as a coordinate branch of our military organization and 
one that is entitled to just as much consideration as any other branch. 
I have come to have a profound respect for the Coast Guard and its 
traditions, and again I say I do not like to see it treated as a stepchild. 
I think that the men of the service, the rank and file, sometime think 
that that is the story. 

Secretary Humpnrey. Well, Mr. Canfield, I just want to say this: 
It is that same sort of a feeling that one service must continually 
outdo the other that is partly responsible for our terrific expenditures 
for the military that I think are not justified. I do not think that 
the Coast Guard is a stepchild by any means. If it uses a plane that 
is not satisfactory for naval service, or service in the Air Force, but 
yet is perfectly satisfactory for its service, that is all right. Just to 
have the spirit that each service must outdo the other with the most 
modern, most expensive, and most fancy things in the world is the very 
thing which costs money. It is that problem that we have between 
the services, and it is the very thing that is running our cost up, I 
think, unwarrantedly, and we should not support it. 

Mr. Canrieip. The Coast Guard people on Bermuda, Mr. Secre- 
tary, have had some experts of the aviation industry examine their 
planes, and their report was exceedingly negative. There is so much 
erosion in a plane like that. It so happens that I saw a copy of the 
report sent to Coast Guard Headquarters in Washington by our 
Coast Guard people on Bermuda, and that report on the condition of 
those planes was. and I measure my words when I say this, devastat- 
ing, and it was alarming to me, 
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If you have not seen it, I hope you will look it over, because I do not 
think it is fair to require Coast Guard personnel to fly any real 
distance in planes of that kind, and I know that when you do, if you 
will review that report, you will see that appropriate action is taken. 

Secretary Humpurey. Well, I will be very glad to do it, but I just 
want to say that before I came to Washington, and for a good many 
years before that, I bought a lot of discarded Ar my and Navy planes, 
and have ridden in them myself for a long, long time, and shew were 
entirely satisfactory planes for the sort of thing that they were used 
for, and just because they were discarded by the military was no rea- 
son in the world why they were not perfectly satisfactory planes for 
the service that we wanted them for, and perfectly safe. 


VIRGIN ISLANDS CORPORATION 


Mr. Canrietp. Mr. Secretary, one of Mr. Robbins’ functions, I note 
from the testimony today, is to be a Director of the Virgin Islands 
Corporation. 

Briefly, what does that involve, Mr. Robbins? 

Mr. Rogprns. Mr. Canfield, there are 4 ex officio directors of the 
Virgin Islands which include the Secretary of Interior, the Secretary 
of Agriculture, the head of the RFC, and the Governor of the Virgin 
Islands, and then 3 non-Government directors. 

The Virgin Islands Corporation undertakes to try to improve the 
economy of the Vi irgin Islands in every way that that can legitimately 
bedone. The main activ ity is the sugar industry. The entire business 
of growing cane and making sugar in the islands is carried on by the 
Virgin Islands Corporation. The Corporation also furnishes the 
electric power to both St. Thomas and St. Croix. 

It is carrying on various projects that have to do with improving the 
condition of the soil by building reservoirs to catch rainwater thus 
helping to raise the w ater table’ in the ground. It also encourages 
agriculture in various ways in cooperation with the activities of the 
Agric ulture Deartment itself. It is rather time consuming. In addi- 
tion to that the Corporation has the authority and responsibility to 
make loans to local activities and enterprises on the islands. 


STATUS OF SOVIET ECONOMY 


Mr. CanFietp. I want to say this for the record: Some years ago 
when Mr. Snyder, your predecessor, was in office, I asked him if he 
would put in the record a statement about the Soviet economy in terms 
of that day, their form of taxation, their method of expenditures, and 
so forth. 

He had the Treasury Department prepare what became an interest- 
ing document on that economy. That leads me to ask you whether or 

not you would be good enough to do that for the purpose of this record ? 

Secretary Humpnrey. Yes. We shall be very glad to do it. We 
shall get the best information we can and present it to you. 
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(The information requested follows:) 
GOVERNMENT REVENUES OF THE SOVIET UNION 
SUPPLEMENTARY STATEMENT 


Reference: Treasury Department-Post Office appropriations for 1952. Hearings before 
a subcommittee of the Committee on Appropriations, House of Representatives, 82d Con- 
gress, lst session, pp. 35-37. 


The major change in the sources of Soviet revenue since 1950 has been a 
decline in the importance of the turnover tax by about 15 percentage points and an 
approximately corresponding rise in the share supplied by the profits tax.. The 
rates of the turnover tax have been lowered, but details as to different commodi- 
ties are not known. The decline in the incidence of the turnover tax reflects 
the gradual reduction in Seviet retail prices. Tax on consumption, however, 
remains the major source of Soviet revenues. 

The following table shows. a rough breakdown of budget receipts of the 
ak 2 oe 

Budget receipts of the U. S. S. R., 1946-56 


| Billions of rubles] 





Actual— 
Item a . __ helan 
| | 1956 

1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 

} 
Turnover tax 190.0 | 240.0 | 248.0 | 245.5 | 236.1 | 247.8 | 246.9 | 243.6 | 224.3 | 242.9 | 271.2 
Percent of total 58. 4 62.1 57.6 | 56.1 55.9 | 52.6 419.6 45.1 40.2 | | 45.7 
Profits tax_-- 16.0 21.0 27.0 42.2 40.4 48.0 58. 5 70.3 83. 4 3 
Percent __- 5.0 5.5 6.2 9.6 9.6 10.2 11.8 13.0 14.9 18.0} 18.1 
Direct taxes. -. 23.0 | 28.0 | 33.0). 33.7) 858] 44.3) 40.4 46.1 | 46.4 () | 50.3 
Percent___- 7.0 7.3 7.7 7.8 8.5 9.4 9.9 8.6 8.3) () &.5 
Loans - -- ‘ 225.0 26. 0 24.0 27.6 $1.0 37.0 | 243.2 | 230.6 | 229.8 42.3 | 240.3 
Percent 7.6 6.6 5.6 6.4 7.3 7.9 8.7 5.7 5.3 7.5) 6.8 
Social insurance 212.0 | 15.0/2160] 21.5) @ 21.4} 21.9] 23.2| 25.3] @) | 23 
Percent._--- 3.6 3.9 3.7 4.9 ( 4.6 4.4 4.3 415) @) | 48 
Other. - -- 60.0 56.0 §2. 0 66.5 78.8 71.8 77.8 | 126.0 | 149.4 [175.1 | 95.3 
Percent.__. 18.4 14.6 19.2] 15.2 18.5 | 15.3 15.6 |) 23.3 | 26.8] 31.2) 16.1 
Total__._-- 325.0 | 386.0 | 429.0 | 437.0 | 422.1 | 470.3 | 497.7 | 539.8 | 558.6 561.5 | 592.7 


1 Not available. 
2 Estimated. 


FUNCTIONS OF ASSISTANT SECRETARY ROBBINS 


Mr. Canrievp. Mr. Secretary, would you tell us more at length 
concerning the functions of your Assistant Secretary, Mr. Robbins? 
I understand that he’ has manifold ‘duties to perform which are 
extremely helpful to you. 

Secretary Humeunrey. That is correct. 

Mr. Canrrexp. I am asking you to document the picture a little bit 
more, because I was one member of the committee who did not feel 
some years ago that we ought to move for abolition of that office. 

Secretary Humpurey. We shall be very glad to put a statement in 
the record on that, Mr. Canfield, for you. 

(The statement requested follows :) 


RESPONSIBILITIES OF THE ASSISTANT SECRETARY OF THE TREASURY IN CHARGE OF 
DEFENSE LENDING AND LOAN LIQUIDATION 


The position of a third Assistant Secretary of the Treasury was authorized by 
Public Law 516, 88d Congress, approved July 22, 1954. 

The position was created primarily for the purpose of providing the Secretary 
with an assistant of sufficient rank to enable him to carry out most effectively 
the responsibilities assigned to him in connection with the liquidation of the 
Reconstruction Finance Corporation. It was believed that because of the size and 
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complexity of many RFC. assets, the personal attention and efforts of an officer 
of this rank, with wide banking and investment experience, would be required if 
liquidation was to be accomplished expeditiously and without loss to the 
Government. 

The wisdom of this action has been amply demonstrated since the position was 
created. Over $1 billion in liquidation proceeds has been returned to the Treasury 
and this has been accomplished with full consideration of the interests of the 
borrowers and communities affected. The marked success of this program has 
been directly attributable to the experience and contacts of the Assistant Secre- 
tary in the banking and investment fields, and also to his constant attention and 
personal efforts in negotiating the refinancing or sale of loans and other major 
assets, and in working out the difficult problems encountered in the liquidation 
of the major loans. 

There will remain for the Treasury to liquidate after July 1, 1957, over 100 
RFC and Defense Production loans amounting to approximately $280 million. 
Of that total approximately $250 million will be concentrated in loans with 
individual balances in excess of $1, million. This latter group of loans cannot be 
administered and liquidated in a routine manner, and the potential loss to the 
Government which might result from inexpert handling is of sufficient magnitude 
to require the continued personal attention of an Assistant Secretary. That 
degree of attention cannot be given by either of the other Assistant Secretaries 
in addition to their present already heavy respousibilities. It should be added 
that Members of the Congress frequently interest.themselves in the problems of 
constituents who have RFC loans, and the Treasury Department considers it 
important that congressional inquiries and requests for information about such 
matters be dealt with by a policymaking official with the rank of an Assistant 
Secretary. 

Closely related in nature to the administration and liquidation of RFC’s re- 
maining loans is the responsibility of this Assistant Secretary to conduct the 
Treasury’s lending activities under the Defense Production Act. Applications 
for these loans, although not numerous, are usually in the multimillion dollar 
category (two applications presently pending total $180 million) and require 
more than routine consideration. Here, again, the personal attention and ex- 
perience of the Assistant Secretary is needed, not only in judging the credit 
aspects, but also in efforts to secure private rather than Government financing 
of the loans. 

In addition to the foregoing responsibilities, the Assistant Secretary has been 
designated to serve in the Secretary’s stead as ex officio member of the Loan 
Policy Board of the Small Business Administration. Only an officer appointed 
by the President and confirmed by the Senate can be so designated. The Board 
establishes general policies, particularly with respect to the public interest, which 
govern the granting or denial of applications for financial assistance. An essen- 
tial and continuing function of the Board is the interpretation of its general 
policies in terms relating to specific areas of business activity and to specific cate- 
gories of loans. 

The Assistant Secretary also serves as a director of the Virgin Islands Corpo- 
ration. The management of the Virgin Islands Corporation is vested in a board 
of directors consisting of seven members, including the Secretary of the Interior, 
the Secretary of Agriculture, an Assistant Secretary of the Treasury, the Gov- 
ernor of the Virgin Islands, and three experienced businessmen appointed by the 
President of the United States. The primary objective of the Virgin Islands 
Corporation is to promote the general welfare of the inhabitants of the Virgin 
Islands. The Corporation engages in the growing of sugarcane, manufacture of 
raw sugar, the generation and distribution of electric power, and the operation 
of a loan program. The Corporation also engages in soil and water conserva- 
tion, development of tourist trade, transportation, and other programs designed 
to develop the basic economy of the islands. 

The Assistant Secretary serves as alternate for the Secretary on the Defense 
Mobilization Board, because of his responsibilities related to the defense program. 
He also represents the Secretary in meetings dealing with policies and legis- 
laton affectng small busness and the economic rehabilitation of depressed areas. 


Mr. Canerevp. That is all, Mr. Chairman. 

Mr. Gary. Mr. Sieminski, do you have any questions ? 

Mr. Stemrnskt. Mr. Chairman, there are three of us left, and only 
about 21 or 22 minutes left to go around. 
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I will take 7 minutes. I do not know how much the other two 
gentlemen will take. 
Mr. Witson. Suppose you go ahead. 


AIR-SEA RESCUE 


Mr. Sremrnsxi. Is the importance of air-sea rescue work something 
that you are as aware of as I feel I would like to be aware of? 

Secretary Humpurey. I think we are very keenly aware of it, and 
I assure you that this is no matter of neglect in any way. This is a 
matter of just trying to get the right thing, and adopting the right 
course to pursue. I am sure you will be most interested in what Mr. 
Kendall will have to tell you about that. 

Mr. Sremtnskr. Mr. Secretary, when the bill comes to the House 
floor, should I put a few exploratory comments in and should they be 
read by the Department and considered, I would appreciate it. 

Thank you very much. 

Secretary Humpnrey. We shall be very glad to have your com- 
ments, and have your suggestions, and we shall do our very best to 
follow them if we can. 

Mr. Siemtnskt. I would like to compliment you on what I think 
could well be a motto of your Department, and I think if this were 
1776 it is probably the shortest and one of the best statements that 
could go into the preamble of any constitution, then or today, when 
you say— 


Our people have been able to go forward with confidence in their constructive 
individual plans, working toward better living and more and better jobs. 

That seems to be a pretty good function for any government, as I 
see it. Thank you. 

Secretary Humpnrey. Thank you, sir. 

Mr. Gary. Mr. Wilson? 


VALUE OF FEDERAL REAL ESTATE 


Mr. Wiison. Mr. Secretary, is there available in the Government 
an estimate of the value of all Government-owned property ? 

Secretary Humpurey. There are documents that purport to be that, 
but I doubt if they are complete. There has been a great deal of dis- 
cussion about just how all of the various interests could be assembled. 
There is information of that kind but, as I say, I am not sure just how 
complete it is. 

Mr. Burcess. We just got a report on it, and it is available. 

Secretary Humpnrey. Yes; one came out recently. 

Mr. Wuson. Do you have it with you? 

Secretary Humpnrey. No, sir; one just came out here a short time 


ago 


Mr. Bureess. It is a report of the House Government Operations 
Committee. 

Secretary Humpnurey. As I say, I am not sure how accurate it is. 

Mr. Wiison. I wonder if we could have the summary value of 
governmental property placed in the record at this point ? 

Secretary Humpnrey. We will get it, and see that it is inserted. 


- 
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(The information requested follows :) 


Condensed statement of personal and real property inventory of the United States 
Government, as of June 30, 1956 and 1956 


{In millions of dollars] 




















| 
Increase (+) 
June 30, 1956 | June 30, 1955 | or de- 
7 crease (—) 
Be | 1956 over 1955 
heme property: oo 
Cc ; 
Balance in account of Treasurer of the United States_. $6, 546 | $6, 216 $330 
Bank deposits and cash not within the account of the 
inn. tat ec ddeidtalddd inde bh oidlph deb bektemeaate 857 1, 632 —775 
ens 6 PE... aaa henmnabeneadan 3, 812 3, 626 186 
Accounts and notes receivable  _.......-..-....-.------- 6, 574 3, 947 2, 627 
I Oe Ook a dad cnien eee dn deetgpcnene 6, 136 5, 086 1,050 
WO ee dusanecsctaescccnnasnbeubueacoen 1, 456 1, 288 168 
I I II in oii 5 oid seics cin cniinsondbsrwdee 6, 794 6, 320 | 474 
I I Bein i ack ne ananaaasinndimeneel 18, 796 18, 997 —201 
Machinery and equipment --...............-...-.-.-.-.- 10, 551 10, 316 235 
I Gc a tii i el dl emcee 6, 539 3, 428 3,111 
Department of Defense equipment, supply and stock | 
inventories, machine tools, ete —..........--....-.-.--.. 1111, 164 1 107, 351 3,813 
Corps of Engineers equipment, supplies, ete -_...__..-- 185 | 177 | 
Total personal property.-......-....------ antl anita 79, 410 | 168, 384 | 11, 026 
Real property: 
Executive agencies other than et of Defense - - 14, 134 13, 676 | 458 
Department of Defense -__----.-- ae saa 26, 318 24, 335 1, 983 
Architect of the Capitol___..._-- | 317 112 205 
Other, including construction in ‘process, ete_- 1,163 | 1, 406 — 243 
Public domain (at estimated present day evaluation) - - _ 14, 160 20 14, 160 
Wueek Saal CUO 5 kn coos A chcsce- seas | 56,092 | 39, 529 | 16, 563 
| eee ES ee ke vB eS 2 te 
"Potal Wh prcgertiel e222. LO ee ed 235, 502 | 207, 913 | 27, 589 





1 Approximately 50 percent of these assets consist of the implements of combat, like naval ships, military 
aircraft, combat vehicles, weapons, etc. 

2 Public domain was not evaluated in 1955 report. 

3 All assets reported above are shown in gross amounts without deductions for allowances for losses and 
depreciation. Only wholly owned Government corporations and wholly owned assets are included. 
Assets held under trust arrangements and interagency assets are excluded. 

4 The assets have been valued at acquisition cost or estimated cost when the actual cost was not known. 
Public domain was included in the 1956 report at estimated current values. The value of donated assets 
hus not bee included in the report. 

NorTe.—The above figures were taken from the Supplementary Real and Personal Property Inventory 
Report compiled by the Committee on Government Operations. 


TAX COURT 


Mr. Wixson. Is there a backlog of cases before the Tax Court as a 
result of the two vacancies in that court ¢ 

Secretary Humpurey. Let me ask Mr. Scribner about that. 

Mr. Scrisner. The court could answer that much better than I could. 
I am quite sure that there is not. I have been in close contact with 
Chief Judge Murdock. They have, as you know, some of the retired 
judges who can be called back, and those judges, or some of them, have 

en called back and have been on duty. 

Chief Judge Murdock has not indicated to me that there has been 
any buildup of backlog there. 

Mr. Gary. Judge Murdock reported to this committee that they 
were reducing the backlog, if I recall correctly. 

Secretary Houmpnrey. 1 think that is right. 

Mr. Gary. But they were doing it by using the retired judges. 

Secretary Humpurey. I think that i is right. 


Mr. Gary. They are using several of the retired judges full time, I 
think. 
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Mr. Canrievp. Will the gentleman yield ¢ 

Mr. Gary. Surely, I will yield. 

Mr. Canrrep. He also reported that there was no potential loss of 
funds to the Treasury as a result of what backlog there was. 

Secretary Humrenrey. That is right. 


EXPANDING FEDERAL SERVICES 


Mr. Wixrson. Mr. Secretary, is it not true that the big difficulty in 
trimming our Federal budget is due to the increase in population, 
which increases the load on the different departments that are admin- 
istering Federal services to the increased population ? 

Secretary Humpurey. That is one of the important problems. Of 
course, our military necessities are much the greater problem. I think 
the best illustration I can give is right here on page 4 of my statement, 
which shows the teams we sent out. We take the appropriations you 
gentlemen very carefully go over, and we study them every day and 
we have studies going on continuously on how we can do the job with 
less expenditures and do it better. We have studies going on now 
which [ hope will be effective in reducing our expenditures under the 
budget we are asking for now. We are not going to be idle for the 
next 18 months. And as you see from the statement I made this 
morning, in the past months we have found ways in which to reduce 
and I think we will do it again. 

Mr. Witson. I think the members of this committee and of our leg- 
islative branch are in the position of Peter wanting to cut Paul’s 
budget and everybody else’s so long as we are Peter. We do have a 
greatly increased budget, and I think we owe it to the other depart- 
ments of Government to try to show a decrease there. 

I got those thoughts from the comments made in testimony before 
the full committee the other day. 

Secretary Humpnurey. You are talking about the legislative budget ? 

Mr. Wirson. Yes. 

I believe I will withhold some other questions until the Bureau 
heads appear, due to the shortness of time. 


EFFECT OF CONGRESSIONAL ACTION 


Mr. Canrrevtp. Mr. Chairman, there is one other statement I would 
like to make. 

I do not think in Secretary Humphrey’s appearance before the full 
committee Wednesday, or Mr. Brundage’s appearance before the full 
committee yesterday, either gentleman emphasized much this factor 
in this overall problem: You are called upon so often to spend money 
because of acts of Congress which are mandatory in effect ? 

Secretary Humrurey. That is right. 

Mr. Canrievp. I think you were being kind to Members of Congress, 
and maybe Mr. Brundage was, but I do not think that point was 
belabored very much. Even today, what are the members of this 
committee doing for you? We are ‘suggesting that you spend more 
money on planes for the Coast Guard. “When I s say that I sense the 
difficulty you have in making cuts. 

Mr. Gary. Mr. Steed. 

Mr. Sreep. Mr. Chairman, as a new member of the committee I 
realize I am in a position of having a lot to learn. For that reason I 


ol 


appreciate very much this opportunity of being here today and hearing 
the Secretary, and I want to compliment him on the fine job he and his 
staff have done. 


NARCOTICS PROBLEMS 


I have only one question, and that has to do with an agency that 
has not been mentioned very much here today, the Bureau of Nar- 
coties. I think the average American is probably more aware of the 
dangers of narcotics now than ever before. Do you feel that agency is 
equipped, and will be under this budget, to meet. the problem i in the 
country and perhaps allay the fears that seem to be so prevalent 
among the people about the narcotics threat? 

Secretary Humpurey. Of course, that is a dual function. That is 
a function of not only the Federal Government but the States and 
localities as well. I believe that our Federal activity is adequate. 
I would be very glad, indeed, to have you go into that fully with the 
direct representatives when they are here to see if we have omitted 
anything that should be done. ‘Our own feeling is that we are pro- 
posing an_adequate performance. 

Mr. Gary. Mr. Steed, if you will yield a minute. Off the record. 

(Discussion off the record.) 

Mr. Steep. I realize that in factual details the agency can give more 
information about it than you can, but there has been so much pub- 
licity about it that I think perhaps the gravity of the narcotics situa- 
tion has been exaggerated. 

Secretary Humpnrey. I think your last statement is probably cor- 
rect. We had a very exhaustive study of this made, which I think 
you would be interested in looking at. While it is a thing that needs 
strict attention and that we ought to give strict attention to, especially 
in the transportation, bringing it into the country and all of that, 
actually it is a thing that T think there have been some sensational 
stories about, and if there is an inadequacy in it I think it is in the 
local administration that has to be coordinated with the Federal 
administration. 

Mr. Streep. I am interested in this in that I did not want you or 
your Department to be in a position, with the public, of having 
neglected something that I think they probably feel more alarmed 
about than is justified. 

Secretary Huwepnrey. I will be very glad to have you question Dr. 
Anslinger about it very closely. 

Mr. Sremrnsxt. Off the record. 

(Discussion off the record.) 


COMPENSATION OF CABINET OFFICERS 


Mr. Sreminskr. Mr. Secretary, do you believe that the spread be- 
tween the compensation given to the Chief Executive, the President, 
and that given to his official family is a normal one in the American 
economy as we see it operated in business and elsewhere in the land? 

Secretary Humpurer. I would hesitate to get into that too much 
because the Civil Service people and the executive pay group—there 
was a study made on executive pay that I think was presented to the 
Congress that was supposed to indicate the proper balances, or tend 
toward proper balances. I do not recall what those figures were. 
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Mr. Sreminsxi. With our personal income-tax structure as it is, 
I do not suppose there is too much incentive to earn too much today. 
In the 1930’s one of Lord Beaverbrook’s advertising managers, I am 
told, received $75,000 a year, and Capt. Joseph M. Patterson, the New 
York new spaper publisher, is said to have paid his key executives 
$125,000 a year; both these men ran papers that became top money- 
makers in their field. 

I wonder if we should be satisfied with the wide and seemingly un- 
reasonable spread between the compensation paid to the President 
of the United States and that paid his official family, especially when 
you realize our population is growing, and our wealth is growing, as 
are the responsibilities of government. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrtevp. I would like to say for the record, Mr. Secretary, 
you have been before Members of Congress, at least Members of the 
House, for a greater portion of this week, and I think you have written 
a very good stor y: 

Secretary Humrnrey. Thank you very much. I hope it will be 
effective. 

Mr. Gary. I would like to say I think the Secretary can take care 
of himself unusually well. 

The committee will stand adjourned until Monday at 1 o’clock, and 
at that time we will go into the general questioning ‘with Mr. Burgess 
and other members of the Sec retary ’s staff. 

Secretary Humpnrey. Thank you very much. 


JANUARY 28, 1957. 
Mr. Gary. The committee will come to order. 
We will resume the general questioning of the witnesses. We have 
the Secretary’s staff present, and we will question them generally 
about the matters pertaining to their respective division assignments. 


REDUCTIONS IN SPACE REQUIREMENTS 


In the opening statement reference was made to reductions in the 
net space requirements and in record storage requirements. How 
much has the budget of the General Services Administration been re- 
duced as a result of this? 

Mr. Parsons. Typical of the space reductions are moves made in 
New York whereby we transferred internal revenue offices into sev- 
eral floors of the Appraisers Building, resulting in savings of 250,000 
square feet of space. In other words, we moved out of rented space. 
It did involve this year, of course, quite a bit of expenditure for con- 
version of warehouse type of space to office space. It is a permanent 
investment and this year there will be no net savings to GSA. In 
the long run there will be considerable savings running in the neigh- 
borhood of half a million dollars a year in rent which will be saved 
by GSA and offset some of the rent increases and that kind of thing. 
That was our most outstanding space reduction. We have had a num- 
ber of small ones. 

Mr. Gary. Can you tell us about how much it amounted to from 
the standpoint of space reduction and the amount in the aggregate ? 

Mr. Parsons. I would have to get some figures for you. 
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Mr. Bary. If you can get them and insert them in the record at this 
point we will appreciate it. 

Mr. Parsons. I will be glad to. 

(The material furnished follows :) 


Space released by Treasury Department 


Fiscal year: Square feet 
MI os sia, na da eases to loth coeds cin diana deena emilee 706, 625 
MU css nes ou mornin carentcieasosces cosas ob so tab esis os aoeetocies coe ieee one ee 164, 370 
Es Gicances atkeasae ch ht-abh wok Me caemeen petcid tanseuteete ae bite ceeds ante 11, 396 
1957 1st half of fiscal So Se eee *11, 943 
Planned release 2d half of fiscal year: 4 locations in 
Oe TO CY aie... cen eee $02, 865 


ices ita ania nse enact aneaia anata ceed 404, 308 
Total release of space from September 1953 and projected to 

OU DU To aint saci neni ihn aig 1, 286, 699 

1 The opening of two service centers by Internal Revenue Service at Lawrence, Mass., and 


Ogden, Utah, required 170,000 square feet. Despite these additional requirements there 
was a net decrease in space. 


Total planned for 1957 


While the Treasury Department has no records which would reflect specific 
savings to GSA, the space released by Treasury would permit GSA to release 
commercial space or provide for utilization of it by other agencies. 


SUMMARY OF PROPOSED CONSTRUCTION 


Mr. Gary. Now, one of the programs aimed at holding inflationary 
tendencies is the deferral of Federal building construction projects. 
I note that there are projects in which the Treasury has an interest to 
the extent of $102 million incorporated either directly or indirectly in 
this budget. I have a summary of them which I will insert in the 
record at this point. 

(The summary referred to follows :) 


Estimated costs of federally sponsored construction in which Treasury has 
interest 
Direct appropriation : 





Border stations (in Treasury bill) ~...._.__._.-___-- or ee ee Be 000 
Coast Guard facilities (in Treasury bill) --....________- sees 287, 000 
Border stations (in independent offices bill) _____._-__--- ieee 2 , 500, 000 

Ui cada teetu eta a a I a rn islets 4, 237, 000 


Lease-purchase (projects in which Treasury agencies have large or 
entire interest) : 








PU i ee re ie 3, 130, 000 
Customs houses and Federal office building « ‘combined : 
RI IE ON ie sss ccs icone eae aie nisaeiata 65, 100, 000 
DAE Teste. ich cect uate detention Gecend canal kaa 30, 800, 000 
COON i be eb en a ee eg ee 99, 030, 000 
UIT I init a hi i ae a ce aa <diaailieaatacm 103, 267, 000 


Mr. Gary. Will you give us a list of all construction projects in this 
budget and those approved for lease purchase in which Treasury 
agencies have at least 25 percent interest spacewise by numerical 
priority of desirability ? 

Mr. Parsons. Those are the projects that GSA has secured approval 
of and has pending. You say in which we have 25 percent or more 
of the occupancy ? 


Mr. Gary. Yes. 





Mr. Parsons. 


Yes, sir. 
(The material furnished follows:) 


o4 


T believe we 


can get that for you. 


Building construction projects in 1958 budget 


Bureau of Customs, Border stations and facilities : 


1. Dunseith, N. 


Dak 


2. Connecticut Lakes, 


3. Roseau, 
4 


PRI coun Gao) 


N. 


Customs cost 


$30, 000 


30, 000 
30, 000 


4, Pinecreek, Minn 30, 000 
5. Sarles, N. Dak 30, 000 


6. Hannah, N. Dak 


7. Turner, 
8. Del Bonit 
9. Andrade, 


font 
a, Mont 
Calif 


30, 000 
30, 000 
22, 750 
30, 000 


10. Lukeville, Ariz 30, 000 
11. Laneaster, Minn e 30, 000 
2. Opheim, Mont 30, 000 
13. Antler, N. Dak 30, 000 
14. Maida, N. Dak : iat i 30, 000 
15. Morgan, Mont e 17, 750 
16. Porthill, Idaho : 19, 500 





Total, esd Bienes 450, 000 


Bureau of Customs_ 
U.S. Coast Guard: 
1. Relocate transmitters and antenna, 
cente, Calif 
2. Construct facility, Manhatta in "Island, N. Oi a E 
>. Four ae apartment-type quarters, Point Rey yes L ight Sta- 
tion, Calif stk eee 72, 000 
4. Air station, Brooklyn, storehouse_ 95, 000 


radio station, Port Vin- 
120, 000 
1, 000, 000 


Z0LaL WU... 5.) COGRC _GUATEn. 33sec 1, 287, 000 


Total, Treasury Department_____-________ aoa ; . 1,787. 000 


rents are aS pe recent 


8, listed in accordance with Fedewuri ‘y's priority 


Lease-purchase projects in which Treasury Department require 
or more of net area 


rr ury requ ient 
S 1 Net area of 
building Percent net 
Square feet ire. 
buile 

1, Cir cinnati, Ohic $94, 500 170, 751 

2. Parkersburg, W. Va 75, 000 63, 772 & 
3. Baltimore, Md 524, HK 179, 80 { 
4. Boston, Mass 628, 500 199, 22 

5. Los Angeles, Calif 789, OOF 342, 324 { 
6. Richmond, Va 233, 178 112, 000 4% 
7. Portsmouth, Va 5, SOK 41, 450 i 
8. Dallas, Tex 197, 000 156, 734 26 
9. Miami, Fla 178, 000 545, 560 l 
10. Hartferd, Conn 189, 500 63, 604 
ll. Brooklyn, N. Y 347, 000 159, 910 16 
12. St. Paul, Minn 168, 628 19, 500 9 
13. Toledo, Ohio 118, 000 55, 200 AT 
14. Oklahoma City, Okla 154, 500 60, 942 9 
15. St. Louis, Mo 329, 500 104, 919 2 


TREASURY AND POST OFFICE ESTIMATED EMPLOYMENT 

Mr. Gary. I have another table here which covers the budgeted 
average employment for both the Treasury and the Post Office, which 
I would like to insert in the record at this point. 
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(The table referred to follows :) 


Budgeted average employment 





Actual, 1956 | Present esti-| Estimate, 
mate, 1957 1958 
Treasury - _. J 98, 344 99, 460 101, 594 
Post Office. 517, 612 521, 227 536, 508 
Tax Court : : 142 149 | 149 
Total ‘ 616, 098 620, 836 638, 251 
Includes military personnel of U.S. Coast Guard as follows__- 26, 059 | 26, 602 | 27, 378 
Total civilian 590, 039 | 594, 234 610, 873 
Increase 1958 over 1957: 
UM aia te ins dente ie entice a ee eee oe emer ae eee 
1 ot ee en eee ecahe enteric etic a uneee’ Gy OOO 
Increase 1958 over 1956: 
1, | RE I tO PE RE BL Se ee AS wat ntnniat tue pg eg alte nn eee 
rr OD Ea MRE UT Be ee 2 ee ea a8 siteeensintes a, Ce 
Increase, Treasury Department only: 
1958 over 1957: 
ON ints an chese cece cine ata ee ane eee noe ee : ie teicoeng tT a 
Cr Wie Be OO she: i eae ee ee as sg ak J” ee 
1958 over 1956: 
pi REARS RRR OE SN Ll et # og aie en cia 3, 250 
Civilian pgs le a mee ah tae siete tieacais Rend Gina eee ati 1, 931 


Mr. Gary. It appears that so far as — Treasury is concerned your 
actual average employment in 1956 was 98.344. The present estimate 
for 1957 is 99,460, and the estimate for 1958 is 101,594. ‘That includes 
the military personnel of the United States Coast Guard, which is 
26,059 for 1956, 26,602 for 1957, and 27,378 for 195s. That means 
that the increase in the Treasury Department of 1955 over 1957 is a 
total of 2,134 and an increase in civilian employees of 1,558. The total 
increase of 1958 over 1956 is 3,250 and the increase in the civilian em- 
ployees is 1931. 

Mr. Bureess. That civilian increase is largely in the Internal Reve- 
nue, bringing the clerical work up to balance with the operating per- 
sonnel now. 

Mr. Gary. I want to put that into the record at this point just to 
show the overall picture for both Treasury and Post Office. Then, 
when we come to each division we will discuss the increases in that 
particular bureau or division. 


DerostrAary BALANCES TO COMPENSATE BANKS 


Last year we had some questions as to the discontinuance of the 
policy of maintaining depository balance to compensate banks in the 
Washington area for ¢ ‘ashing Federal employees’ paychecks. I want 
to insert in the record at this } point a letter dated December 26, which I 
received from Mr. Burgess transmitting a report with reference to this 
subject. 
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(The letter referred to follows :) 


THE SECRETARY OF THE TREASURY, 
Washington, December 26, 1956. 
Hon. J. VAUGHAN GArky, 
Chairman, Subcommittee on Treasury, Post Office Appropriations, Com- 
mittee on Appropriations, House of Representatives, Washington, D. C. 

My Dear Mr. Gary: This has further reference to the report of the Com- 
mittee on Appropriations on H. R. 9064, the bill making appropriations for the 
Treasury Department for the fiscal year 1957 (H. Rept. No. 1743), in which 
specific points were raised with respect to certain depositary matters, and the 
Secretary of the Treasury was directed to conduct an examination into the mat- 
ter of maintaining balances in depositary banks and report on his findings by 
no later than December 31, 1956. 

We have given this matter careful consideration, and in our opinion the meth- 
ods followed by the Treasury in maintaining appropriate balances of its funds 
in depositary banks are both flexible and efficient. They are well adapted to 
present-day conditions and are in the overall interest of the United States. There 
has been a very definite change in the situation in respect to the use of 2 percent 
depositary bonds as security for Treasury deposits in banks. This has been 
caused by the general rise in the interest rate structure. Their importance in the 
consideration of depositary relationships has therefore diminished to a consider- 
able degree. There were $447 million of these bonds outstanding June 30, 1953, 
as compared with $273 million outstanding November 30, 1956. 

The present practices of the Treasury in maintaining balances with deposi- 
taries in direct relation to the volume of work they do is similar to customary 
commercial practices. The Treasury, of course, is always engaged in efforts to 
improve its efficiency and lower costs, and these efforts in the depositary field 
will be continued. Information on the particular points raised by the committee 
is enclosed as exhibits 1, 2, 3, and 4. 

If there is any further information which the committee desires, I shall be 
happy to furnish it. 

Sincerely yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


ExnHtsir 1 
TREASURY DEPARTMENT, FISCAL SERVICE 
Washington 
MEMORANDUM 


Re deposits in Washington and nearby banks to offset expenses for cashing pay- 
roll checks 


The practice of the Treasury in maintaining deposits in local banks as an in- 
ducement for the banks to cash Government payroll checks for noncustomers 
without charge was established in January 1943. 

Prior to World War II, most Government agencies paid employees at the 
middle and end of each month in cash. Due to the large increase in employees 
during the war there was a gradual shifting to check payments. This imposed 
a tremendous burden on the banks which could not be handled by their facilities. 
To alleviate the situation the Government staggered its paydays and in January 
1943 employees were being paid on 20 separate days each month, instead of 2 days 
as theretofore. In addition, employees in grade 5 and below were paid in cash. 
However, since the war, there has been a return to full check payment. The only 
agency paid in cash is the Bureau of Engraving and Printing, where the em- 
ployees are not permitted to leave the building during working hours. 

If the Treasury discontinues the arrangement with the local banks, the banks 
will undoubtedly impose service charges against the employees. These charges 
could exceed the present 10-cent rate under the Treasury arrangement. 

Employees would, undoubtedly, object to the payment of fees. This would 
probably result in a return to cash payments for a substantial number of em- 
ployees. The Treasury’s Disbursing Division pays about 150,000 civilian em- 
ployees twice each month by check. In addition, the military establishments and 
the Post Office also puy a large number of civilians and military personnel by 
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ehecks. It costs the Disbursing Division about 5 cents more per payment to pay 
in cash as compared with the cost of paying by check. The operation of a dual 
payroll system (cash and checks) would materially increase the administrative 
payroll expenses of the various Government departments and agencies. It is 
conceivable that the expenses involved in the return to cash payments for a sub- 
stantial number of employees would exceed the expenses under the present ar- 
rangement. 

The Office of the Treasurer of the United States provides facilities in the Main 
Treasury Building for the cashing of Government checks without charge. How- 
ever, these facilities are very limited and it would not be practicable to expand 
them to the extent that all Government employees in the Washington area could 
use such facilities. In view of the large concentration of Government employees 
in Washington, which is not comparable to any other point in the country, the 
Treasury feels that it has an obligation to such employees to provide facilities 
for the cashing of their payroll checks, which has been accomplished through the 
designation of local banks as agents of the Government for that purpose. 

In some States, laws have been enacted which specifically require employers 
to make arrangements for the cashing of their employees’ checks without charge. 
Public Law No. 953, 84th Congress, approved August 3, 1956, relating to the pay- 
ment and collection of wages in the District of Columbia, which is a similar law 
applying to private employers in the District of Columbia, provides that “wages 
shall be paid on designated paydays in lawful money of the United States, or 
checks payable upon demand by the bank upon which drawn.” It is doubtful 
whether the Federal Government could adopt a payroll policy more burdensome 
upon its employees than applies to employees of private industry in the District 
of Columbia. 

There are attached a copy of letter dated April 3, 1956, from Mr. John A. 
Reilly, chairman, Treasury relations committee, District of Columbia Bankers 
Association, relating to this subject, and a copy of letter dated April 17, 1956, 
from the Secretary of Labor, urging that the present arrangement be continued, 
or that some other way in which Federal employees’ paychecks may be cashed 
without charge be provided. 

UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, April 17, 1956. 
Hon. GeorcE M. HUMPHREY, 
The Secretary of the Treasury, 
Department of the Treasury, Washington, D.C. 


DEAR Mr. SECRETARY: My attention has been called to questions raised by the 
chairman of the Subcommittee on Treasury and Post Office Appropriations, as to 
the practice of the Federal Government making payments to Washington banks 
to compensate them for cashing the paychecks of Federal employees who are 
nondepositors. I understand that you have been asked to review and report on 
this matter to the Committee on Appropriations. Since the matter affects em- 
ployees’ interests, an expression of my views may be of interest to you. 

When salary payments are made by check, it is usually in the employer’s 
interests to do so. The employee should not then be penalized by being com- 
pelled to pay a fee, even though small, to have his paycheck cashed. The Govern- 
ment has a responsibility, as a good employer, to see that facilities are available 
through which this may be done without charge. 

I do not believe that the fact that the Government does not pay for the cashing 
of Government paychecks in areas other than Washington is significant. In no 
other part of the country do Federal employees form as large a part of the popu- 
lation as in Washington. It is particularly appropriate that there be proper 
arrangements in this respect in this area. 

I am interested, therefore, that the present arrangement be maintained or that 
some other way in which Federal employees’ paychecks may be cashed without 
charge be provided. 

Sincerely yours, 


JAMES MITCHELL, Secretary of Labor. 
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THE SecoND NATIONAL BANK, 
Washington 5, D. C., April 3, 1956. 
Hon. Grorce M. HuMPHREY, 
Secretary of the Treasury, 
Washington, D. C. 


DEAR Mr. SECRETARY: Reference is made to a recent suggestion of the House 
Subcommittee on the Treasury Appropriations Bill that you give consideration 
to discontinuing the present arrangement with local banks for the partial reim- 
bursement of costs involved in the cashing of Government payroll checks for 
noncustomers. 

The banks are presently reimbursed only partially for their costs by deposits 
made in them by the Treasury Department, which deposits must be secured by 
Government bonds. The amount of the deposit is measured by the number of 
checks cashed by each bank at the rate of 10 cents per check. The earning 
credit allowed on the gross deposits is computed at the rate of 2 percent per 
annum. Adjustments of said deposits by the Government are made semiannually, 
thereby protecting both the Government and the banks. 

This system was perfected by an agreement between the Treasury and the 
banks in 1948. It was designed primarily to make available all banking outlets 
to employees who work for the various Government departments scattered 
throughout this area. Prior to that time, many of these people felt that with 
their modest incomes, they could not afford to maintain a bank balance of suffi- 
cient size to eliminate the service charge imposed. Others paid a much larger 
fee for cashing, or were forced to buy merchandise at certain local enterprises 
in order to get their checks cashed. This caused great confusion and many 
could not understand why a Government check was so difficult to collect. 

The routine cashing of a Government check may appear to the average layman 
as a transaction involving very little expense. Few people realize that it em- 
braces the following services on the part of the bank: 

The endorsement must be verified and identification established. 

The money must be counted twice, or prepackaged with double counting to 
relieve teller lines. 

After the checks are combined from: the various tellers, they must be listed 
again—one tape for the Treasury and one for the bank’s records. 

The checks must be endorsed by the bank, and it is responsible for 
forgeries. 

Teller differences do occur despite training and experience. This ex- 
pense is borne by the banks. 

The money must be provided at least a day im advance and we do not 


get credit from the Treasury until the day following the cashing of the: 


checks, which means that the money is out of use for at least 3 days. 
srink’s express charges must be paid to deliver the money to the banks 
and return the checks to the Treasury. 
Other overhead charges such as machine useage, space, auditing, supervi- 
sion, ete. 

The above services clearly indicate that the charge of 10 cents per item only 
partially reimburses the bank for its costs and does not involve a profit. We are 
prepared to submit data from reliable sources to support this contention. 

We recognize that the soaring cost of Government should be of deep concern 
to all citizens because of its impact upon our Nation’s economy. We respect- 
fully suggest, however, that the above arrangement be continued for the fol- 
lowing reasons: 

1. It is the most economical method of handling the problem because it elimi- 
nates waste of man-hours by employees of the Government. Seventy banking 
offices are available to Government workers throughout the city for the cashing 
of checks. 

2. This arrangement is similar to that usually made between banks and cor- 
porations. It is customary for organizations to compensate banks for cashing 
their employees’ payroll checks, either by the maintenance of compensating 
balances or the payment of service charges placed upon a comprehensive analysis 
of their accounts. 

3. After 13 years of experience, many Federal employees have established their 
identity, and have been accustomed to collecting their checks at par with speed 
and efficiency. 

4. If the Treasury discontinues this equitable arrangement, the banks will 
face a serious problem in public relations and difficulty in explaining to Govern- 
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ment employees why their Government checks are not worth par. The good will 
— during the past 13 years will be destroyed overnight. 

. The Government will be forced to create and maintain its own facilities at 
a muc h greater cost. 

6. It is important to the Government in this area that its checks circulate as 
money. Government employees should not have to pay a fee for cashing them. 
If banks must charge the individual, the price will inevitably be higher. It can 
not discriminate against its own customers who pay their way either with bank 
balances or service charges. Arrangements with the Treasury Department can 
be more readily explained as cooperation on the part of banks as a special service 
to the United States Government. 

We hope that you will agree with these sound conclusions. The banks of the 
District of Columbia stand ready to support their position in hearings before the 
Congress. 

If there are any further questions about this matter that you would like to 
have clarified, we will be pleased to arrange a conference at your office at a time 
that is convenient for you. 

Sincerely, 
RoserT REID, 
Chairman, Treasury Relations Committee, 
District of Columbia Bankers Association. 


Mr. Gary. Mr. Burgess, that report concluded that the present 
arrangements should be continued. 

Mr. Burcess. It is about as inexpensive a way and about as valuable 
for the employees as any we can find. We canvassed those situations. 

Mr. Gary. In that connection Secretary Mitchell’s letter, which was 
Seen! in the report, points to the proportion of Federal employees in 
the area. Will you insert in the record a tabulation of the number of 
Fede “a employees in this area ? 

Mr. Burcess. We will be glad to do that. 

(The material furnished follows:) 


Paid civilian employment of the Federal Government in the Washington, D. C. 
metropolitan area as of the end of November 1956} 


[In thousands] 


Year and month Total | Legislative Judicial Executive 

a 

1955— December ?. 234.9 | 19.6 0.7 214.6 

1956—January 228. 1 | 19.8 | 7 207. 6 
February 228. 6 20.0 7 207.9 
March 228.7 | 20.1 7 207.9 
A pril 228. 6 | 20. 1 7 207.8 
May 228. 5 20. 2 7 207. 6 
June... 232.7 | 20.3 | 7 211.7 
July 233. 7 20, 2 7 212.8 
August 233. 0 20.4 | 7 211.9 
Se pter mber 230. 3 20. 4 | 7 209. 2 
October 231.2 20.4 | 7 210. 1 
November 231.4 20. 3 7 3210.4 


Source: Monthly Report of Federal Employment prepared by the U. S. Civil Service Commission for 
November 1956 


Includes temporary Christmas assistants of the Post Office Department. 
Partially estimated. 


Mr. Gary. The report says that if we don’t handle it this way we 
will have to return to cash payments. Why does that necessarily 
follow ? 

Mr. Burcrss. The other alternative would be to set up Treasury 
offices for cashing checks. If we tried to do it ourselves, it would be 
more expensive than having the banks do it, and the banks have their 
offices all over town so they are able to handle it without increasing 
their overhead activities. The charge they make we think is a very 
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reasonable one for the service rendered. We couldn’t meet it. We 
couldn’t do it that cheap. 

Mr. Gary. The letter refers to Public Law 953, 84th Congress, 
which provides for the payment and collection of wages in the District 
of Columbia and I believe some reference is made to providing for 
the cashing of checks. That law specifically exempts the Federal 
Government, does it not? Do you know whether any private em- 
ployers in the area maintain depository balance to compensate banks 
for cashing employees’ checks ? 

Mr. Herrevrincer. I think that is the customary method. 

Mr. Burerss. I think nearly all of them carry deposits in the banks 
in order to compensate them for cashing checks. It is a recognized 
practice everywhere. I might say it may not always be designated 
that way or traced through directly that way, but my former bank in 
New York pays a great deal of checks where the big offices are located 
in the same buildings with its branches. When they figured the ac- 


counts they would alw ays make allowance for the fact that they were 


cashing checks for employees, expecting them to carry a balance ade- 
quate to cover that. 

Mr. Gary. Where an employee has an account and he deposits his 
check, he is charged by the bank for that service. Are those transac- 
tions taken into consideration in determining the amount of deposit ? 

Mr. Herrevrincer. Treasury checks cashed for the regular cus- 
tomers of the banks are not included. 

Mr. Gary. Will you describe to us just how the system works with 
the banks and what review you have of the amounts on deposit to 
insure that no bank is being overcompensated ? 

Mr. Herrecrincer. Yes, sir. We get a report each semiannual 
period, showing the number of checks which the bank has cashed for 
noncustomers during the preceding period. If that shows an increase 
of checks cashed over the former period we increase their balance. 
If it shows a decrease we decrease their balance. The balance which 
we establish is based upon an allowance of 10 cents for each check. So 
if a bank cashes, say, 100,000 checks a month at 10 cents apiece, that is 
equivalent to $10,000. We then place an account in the bank on which 
we require the bank to give us a credit of at least 2 percent for that 
balance to offset the expense which the bank incurred. Now an account 
to be equivalent to 2 percent at the rate of $10,000 a month would be 
$120,000 a year; that would take, say, a $6 million balance which, at 2 
percent a year, is equivalent to $120, 000. 

Mr. Gary. In other words, you would have to maintain a $6 million 
balance there all the year around ? 

Mr. Herretrincer. That is right. 


GENERAL FUND BALANCES 


Mr. Gary. What funds are mostly deposited there ? 

Mr. Herrecrrncer. The general funds of the Treasur y: 

Mr. Gary. What balance of general funds do you ‘normally have 
on hand? 

Mr. Herrerrmncer. The overall general fund balance ranges any- 
where from a billion to six or seven billion. It averages around four 
or five billion. 
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Mr. Buroess. That is the aggregate balance which would include 
these special balances together with the wash of our other funds. I 
think you might separate out the general deposits. We maintain some 
balances to pay for the check cashing and for other services that they 
render. 

Mr. Herre.rincer. That is $441 million overall, nationwide and 
worldwide, as of the end of December. 

Mr. Bureess. Which is quite different from what we do for our 
regular wash in and out, where we receive deposits in the banks from 
tax collections or from bond sales and so forth. That is the operating 
balance. 

Mr. Gary. The total balance that you have set aside for these serv- 
ices is $441 million ? 

Mr. Herrecrincer. Yes, but not all for this District of Columbia 
check cashing. 

Mr. Burerss. That would include balances near a camp, let us say, 
where some bank maintains a branch for the purpose of servicing a 
camp, or some Government post. That would include the balances 
we carry with the American Express Co. in Germany for the service 
that they render to take care of our troops over there and any other 
place in the world where they or some banks maintain special facili- 
ties for the benefit of our armed personnel. 

Mr. Gary. That $441 million is a part of the general balance of the 
Treasury ¢ 

Mr. Burerss. That is right. 

Mr. Gary. Where is the rest of the funds deposited ? 

Mr. Burcess. The rest of it is in banks in this country. The fund 
washes in and out as taxes are collected and bonds are sold and other 
receipts of the Government are deposited in the banks and then are 
drawn out as we need them. 

Mr. Gary. The Government does not collect any interest on any 
of those funds, does it ? 

Mr. Burcess. No. We get services but we don’t collect interest. 
We used to get interest when the banks paid interest on demand de- 
posits which they no longer can do by law. ‘These are in the class 
of demand deposits of course. But the banks in recognition of this 
perform a great many services for the Government. 

Mr. Gary. What does it cost the Government to keep track of this? 

Mr. Burcess. It is not very much. It is operated through the Fed- 
eral Reserve System. The Federal Reserve System in each district 
keeps the accounts and knows just where the money is and so on. I 
suppose our Department of the Treasury which handles these could 
be considered the supervising agency, and that is a rather small cost. 

Mr. Gary. I was talking of the cost with respect to these district 
bank balances for cashing checks. What I have reference to is the 
cost of reviewing it. 

Mr. Herre rincer. The cost of that is very nominal. Our total 
balance in the district banks for check cashing purposes is $12,834,- 
000. There was no change in that activity during December. Our 
total overall cost for supervising all Federal depositories is $167,000 
a year, as shown in the appropriation for the Bureau of Accounts 
of the Department. 

Mr. Buraess. There is a little added to that through the Federal 
Reserve banks. They keep the accounts for their districts. They 
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call the money up and put the money back under our instructions. 
Of course they charge us each year their costs in that connection. We 
are more than compensated for it by the income which we get. We 
get 90 percent of the net income of the Federal Reserve banks which 
comes to us in the way of a franchise tax. 


DECENTRALIZING DIsBURSEMENTS 


Mr. Gary. Last year the committee made reference to the question 
of decentralizing certain disbursing operations. In this connection I 
would like to insert in the record at this point a letter from Mr. Bur- 
gess to me dated December 26, 1956. 

(The letter referred to follows:) 

DECEMBER 26, 1956. 

Hon. J. VAUGHAN GARY, 
Chairman, Subcommittee on Treasury-Post Office Appropriations, Commit- 
tee on Appropriations, House of Representatives, Washington 25, D. C. 

My Dear Mr. Gary: The report of the Committee on Appropriations on the 
bill making appropriations for the Treasury Department for the fiscal year 
1957 made reference to the unresolved question of whether disbursements now 
made by the Division of Disbursement of the Treasury for certain agencies can 
be made more economically by the administrative agencies concerned. Certain 
tests have been made to determine this question but it has not been demon- 
strated that decentralization of these large disbursing operations from the 
Division of Disbursement to the several agencies can be achieved without in- 
creasing the overall costs of the Government in fulfilling this function. The 
Division is pursuing its program of utilizing modern equipment and as soon 
as certain high-speed machines now on order are available it will result in 
further economies. 

To resolve this problem I have recently suggested to the Director of the Budget 
and the Comptroller General that the Fiscal Assistant Secretary of the Treasury, 
Assistant Budget Director Rappaport, and a representative of the Comptroller be 
constituted as a committee to consider all phases of this matter and prepare 
a joint report which will indicate whether economies can be obtained through 
transfer of these operations from the Treasury. I am sure a joint report of this 
nature will enable us to make appropriate policy decisions, and that we can close 
the matter before the end of the current fiscal year. 

Sincerely yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


Mr. Gary. This letter indicates that the Treasury doubts that sav- 
ings can accrue to the Government and recommends that a committee 
be formed to study the matter. The letter expresses the hope that 
the matter can be concluded by June 30, 1957. For the purpose of 
keeping the record straight, I will insert at this point pertinent por- 
tions of the original “program for developing possible economies 
through further decentralization of disbursing procedures.” This 
memorandum was issued on or about July 30, 1952. 

(The memorandum referred to follows:) 


PROGRAM FOR DEVELOPING POSSIBLE ECONOMIES THROUGH FURTHER DECENTRAL- 
IZATION OF DISBURSING PROCEDURES 


INTRODUCTION AND BACKGROUND 


Under the provisions of Executive Order 6166 dated June 10, 1933 (which 
has become basic law), the function of preparing and issuing checks is cen- 
tralized in the Division of Disbursement, Treasury Department. Susbequent 
to the above date, action was taken to exempt the Department of Defense, Postal 
Service and the United States Marshals from the provisions of the Executive 
order. Generally, Government corporations issue their own checks. The opera- 


0} 
yx 
pr 
ot 
th 
m 
Dp) 
a 
bi 
al 
Dp 
Dp) 


ie 


eC 
n 
n 


63 


tions of the Division of Disbursement are decentralized to approximately 26 
regional disbursing offices. The Division of Disbursement issues checks through 
its various offices on the basis of certified vouchers forwarded to such offices by 
the administrative agency responsible for approving the payments to be made. 

Over the years the Division of Disbursement has carried on an aggressive pro- 
gram for achieving economies in connection with disbursement procedures 
through utilization of mass production methods, application of the most suit- 
able mechanized devices and procedures, and continuous review of the methods 
and techniques used as a basis for installing all possible improvements. These 
efforts have resulted in a continuous increase in efficiency and lower unit costs 
for the check writing operations. 

In connection with work done on various phases of this general problem the 
opinion has been advanced from time to time that there was a further field for 
possible economy which needs to be completely explored. This relates to the 
possibility, in connection with certain large volume check issuing operations, 
of decentralizing the operations for the preparation and issuance of checks to 
the points where the related administrative operations with respect to such pay- 
ments are performed. These proposals proceed on the general thesis that by 
physically integrating these two phases of the total operations at the point where 
administrative records are maintained and related operations performed, a 
basis would exist for eliminating a certain amount of records, documentation 
and related procedures over and above those which can be eliminated under the 
present structure in which these two classes of operations are performed in 
physically separated offices. 

For a number of years certain of the members and staff of the House Appro- 
priations Committee have had the growing feeling that economies might be 
achieved through physical consolidation of the operations for issuance of checks 
with those of the administrative operations of the agency responsible for making 
the payments. The question was again brought up in connection with recent 
investigations by committee staff. The clerk of the House committee in a meet- 
ing with representatives of the Treasury Department and General Accounting 
Office indicated the desire of the committee to conduct a cooperative analysis 
for the purpose of developing all potentialities for economy in this connection as 
a basis for initiating an action program to achieve such economies. The strong 
interest and desire of the Appropriations Committee, combined with the desir- 
ability of developing the factual data necessary for objectively considering all 
potentialities for economies and improvement under the joint accounting improve- 
ment program, constitute the basis for the program of work outlined in this 
memorandum. 

In developing savings, added costs and other advantages or disadvantages the 
procedural source of each should be clearly indicated and analyzed. In addi- 
tion, it will be necessary to give appropriate recognition and adequately develop 
any implications of the change in terms of accounting control, added supervi- 
sion cost, increase or decrease in equipment required, ete. 


SEQUENCE OF AGENCIES TO BE COVERED BY WORKING GROUP AND RELATED TIME 
SCHEDULE 


As a basis for developing any potentialities which may exist as rapidly as pos- 
sible, the working group will initially be limited to two selected agencies, the Rail- 
road Retirement Board and the Bureau of Old Age and Survivors Insurance. 
The report on these two agencies should be submitted not later than October 31, 
1952. When this is done a determination will be made as to the other agencies 
to be covered. 

The review committee will complete its analysis of the working group’s find- 
ings by November 15, 1952, following which a decision will be made as to the fur- 
ther agencies to be covered by the survey and any other action program for the 
future, 

It is pointed out in this connection that the development of possibilities for 
economies through integration of the check issuing operations for internal revenue 
refund checks with the administrative accounting procedures has already been 
provided for in a joint accounting improvement program project dealing with 
the complete review of the Bureau’s accounting system and procedures which 
is being correlated with the current reorganization of the Bureau. 


Mr. Gary. Subsequent to the memorandum, amid and in spite of 
much wrangling the Secretary proceeded with the decentralization. 
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Secretary Humphrey’s letter of September 28, 1954, to the chairman 
of this committee and an attachment will be inserted at this point in 
the record. 

(The letter referred to follows :) 


THE SECRETARY OF THE TREASURY, 
Washington, September 28, 1954. 
Hon. JOHN TASER, 
Chairman, House Committee on Appropriations, 
Washington, D.C. 

My DEAR Mr. CHAIRMAN: As you know, the Treasury, in cooperation with 
your committee, the Bureau of the Budget, General Accounting Office, and other 
agencies, has been making a study of the Government’s disbursing function and 
procedures. As a result of test studies in the Railroad Retirement Board the 
Department has decided to delegate to that agency the function of making dis- 
bursements from the Railroad Retirement Fund; this is authorized by title 5, 
United States Code 124, which provides— 

“The Division of Disbursement of the Treasury Department is authorized 
to establish local offices, or to delegate the exercise of its functions locally to 
officers or employees of other agencies, according as the interests of efficiency 
and economy may require.” 

A copy of my letter to the Chairman of the Railroad Retirement Board, dated 
September 23, is enclosed. I am also enclosing copies of my letters to the Secre- 
tary of Health, Education, and Welfare; Administrator of Veterans’ Affairs; 
and Director of the Bureau of the Budget regarding social security and veterans’ 
payments. 

I am also sending copies of the above-mentioned letters to the chairman of 
the Senate Committee on Appropriations, as may be noted from copy of letter 
to Senator Bridges enclosed herewith. 

With kind regards, Iam 

Very sincerely, 
G. W. HUMPHREY, 
Secretary of the Treasury. 


SEPTEMBER 23, 1954. 
Hon. RAYMOND J. KEtry, 
Chairman, Railroad Retirement Board, Chicago, Ill. 

DEAR Mr. CHAIRMAN: It is my understanding that as a result of the test study 
which has just been completed, your Board is of the opinion that significant 
savings could be effected if your Chicago office should assume the task of making 
disbursements from the railroad retirement fund. It is also my understanding 
that consideration will be given to the advisability of having your seven regional 
offices take over the disbursements for unemployment benefits. 

Section 4 of Executive Order No. 6166, 5 United States Code 124, provides: 

“The Division of Disbursement of the Treasury Department is authorized to 
establish local offices, or to delegate the exercise of its functions locally to officers 
or employees of other agencies, according as the interests of efficiency and 
economy may require.” 

Pursuant to the authority contained in this order, the Department has decided 
to delegate to such officers or employees of the Railroad Retirement Board as the 
Board may recommend, the function of making disbursements from the railroad 
retirement fund. 

If you will be good enough to furnish the name or names of the persons to 
be so designated, the Treasury Department will proceed to complete the transac- 
tion. 

We shall be glad to cooperate in the consideration of the problem of making 
the unemployment benefit payments by your seven regional offices in New York, 
Chicago, Cleveland, Dallas, Kansas City, Atlanta, and San Francisco. 

Sincerely, 
G. M. Humpuerey, Secretary of the Treasury. 
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SEPTEMBER 23, 1954. 
Hon. H. V. HIGLey, 


Administrator of Veterans’ Affairs 
Washington, D.C. 


Dear Mr. Hietey: As you know, the 26 regional offices of the Treasury’s Divi- 
sion of Disbursement perform the disbursing functions for your agency. The 
thought has occurred to me, particularly with reference to the periodic benefit 
and insurance payments, that it might be a good idea to consider whether 
economies might be effected if the Veterans’ Administration should assume the 
responsibility for drawing its own checks, possibly by integrating this function 
with the administrative and accounting functions. 

I understand that a study of this is being made by a joint committee composed 
of representatives of the Bureau of the Budget, General Accounting Office, 
Veterans’ Administration, and Treasury Department. I also understand that this 
has been under study by the Veterans’ Administration for a little more than a 
year. Since the final decision will depend largely on the ability of the Veterans’ 
Administration to integrate the disbursing functions with other functions, I 
would be glad if you could furnish me with an expression of your views on the 
subject. 

I am enclosing a copy of my letter to the Director of the Bureau of the Budget, 
which is self-explanatory. 

Assuring you that you would receive the fullest cooperation of the Treasury 
Department. 

Very sincerely yours, 
G. M. HUMPHREY, 
Secretary of the Treasury. 


SEPTEMBER 23, 1954. 
Hon. Oveta Cup Hossy, 
Secretary of Health, Education, and Welfare, 
Washington 25, D. C. 


DEAR Mrs. Hogry: As you know, the Division of Disbursement of the Treasury 
Department performs the function of disbursement for the various activities of 
your Department. The thought has occurred to me, particularly with the refer- 
ence to the periodic payments of the Social Security Administration, that it 
might be a good idea to consider whether any economies might be effected if the 
Social Security Administration should assume the responsibility for drawing its 
own checks, possibly by integrating this function with the administrative and 
accounting functions. If you think well of the idea, I would be glad to hear 
from you. 

Assuring you of the fullest cooperation of the Treasury Department, 

Very sincerely yours, 
G. M. HUMPHREY, 
Secretary of the Treasury. 


SEPTEMBER 23, 1954. 
Hon. Rowranp R. HueGnes, 
Director, Bureau of the Budget, 
Washington, D. C. 

DEAR ROWLAND: I am enclosing herewith copies of my letters to the Secretary 
of Health, Education, and Welfare, Administrator of Veterans’ Affairs, and 
Chairman of the Railroad Retirement Board. They relate to the question of 
what further economies might be effected if certain disbursing functions, particu- 
larly those involving periodic benefit payments, should be performed by the 
administrative agencies concerned instead of the Treasury Department. 

I understand Mr. William Armstrong of the Bureau of the Budget is chair- 
man of a committee considering the question relating to the Veterans’ Adminis- 
tration. I wonder if it would be a good idea to put some steam behind the study 
in order that a decision might be reached in connection with the 1956 estimates. 

Sincerely, 
G. M. HUMPHREY, 
Secretary of the Treasury. 


Mr. Gary. One of these attachments, a letter from Secretary 
Humphrey to the Director of the Bureau of the Budget, states in part : 


I wonder if it would be a good idea to put some steam behind the study in 
order that a decision might be reached in connection with the 1956 estimates. 








66 


We are considering the estimates for 1958 and still we are talking 
about a committee. Why has there been so much delay in working 
this matter up, Mr. Burgess ? 

Mr. Burerss. This is an old question, The question, for the benefit 
of the new members of the committee, is whether it is cheaper for the 
Treasury to sign the checks and ij issue them for Government disburse- 
ments in one central place or whether it is cheaper to have different 
agencies, like the Veterans’ Bureau and the Social Security, issue their 
own checks, You can argue this out theoretically both ways. You 
can say if you centralize it it is cheaper because you have quantity 
work and you are using mechanical machines and you use electronic 
devices and so on. 

On the other hand, every bureau and agency likes to do as much 
work as possible itself and they say—“We have all the original records 
here, so it is cheaper to work from those records than it is to send a copy 
to the centralized agency.” We have had the General Accounting 
Office and the Bureau of the Budget and ourselves working over the 
estimate. Like all questions which come up we think the proof of the 
pudding is on the cut and try and as a result of these discussions we 
have actually been trying it out, particularly with Social Security, 
with some of their payments. We have had the results of some of that. 
The results are very unconvincing about any economy but there are 
different people interpreting the facts differently. So we got together 
with the General Accounting Office, the Bureau of the Budget, and 

said: “Let us settle this thing up and let us have a committee of repre- 
sentatives from each of the bureaus examine these records and see if 
we can satisfy ourselves which way is more or less expensive.” 

Of course it all varies from time to time depending on the machines 
that are available, that are adapted for the purpose. 

Is that a fair statement? 

Mr. Herrevrincer. That is a fair statement; yes. 


EXISTING DECENTRALIZATION 


Mr. Gary. To what extent is the operation decentralized at the 
present time / 

Mr. Herrecrincer. We had one experiment in effect with the rail- 
road retirement board in Chicago. They are disbursing in their own 
office now through a delegation of authority from the Tre sasury. We 
had one experiment with the social security board at Birmingham. 
They are disbursing under a delegation of the Treasury at Birming- 
ham. We have another experiment which has been going on in New 
York with the Veterans’ Administration in the last 6 or 8 months. 
We are to the point now where we are trying to get an agreement on 
the veterans experiment. 

Mr. Gary. Do you issue all the veterans checks at the present time 
except the ones in New York? 

Mr. Herretrincer. Yes. 

Mr. Gary. What about the armed service checks? 

Mr. Herreirincer. We don’t issue any checks from the armed 
services. 

Mr. Gary. That is decentralized ? 

Mr. Herrecrincer. That was never included in the Treasury’s cen- 
tralization which was established in 1933. That and the Post Office 
and courts were exempted. 
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Mr. Gary. What about the interest on Government bonds? 

Mr. Herre.rincer. That has been in the Bureau of the Public Debt 
in the Treasury. It was never transferred to the consolidated opera- 
tions. Weare in the midst of transferring it to the consolidated opera- 
tions at the present time. 

Mr. Gary. You are transferring the interest payments to the dis- 
bursement office ? 

Mr. Herre.Fincer. Yes. 

Mr. Gary. How are the armed service checks issued ? 

Mr. Herrevrincer. They are issued by the disbursing officers as- 
signed to the Army, Navy, and Air Force. 

Mr. Gary. Does each branch disburse its own checks? 

Mr. Herrerrincer. At individual installations, yes. 

Mr. Gary. The Defense Department as a whole does not issue checks 
for its operation ? 

Mr. Herretrrncer. In one central place, no. 

Mr. Gary. It is done separately by the Army, Navy, and Air Force. 

Mr. Herrecrincer. That is right. One factor, Mr. Chairman, has 
been overlooked in this concept that the agencies should be doing 
it now and can do it cheaper than the Treasury. If you take the 
large volumes of disbursing operations out of the Treasury, if you 
take veterans, if you take “Social Sec urity, the two large ones, we 
would not have an organization that could carry on the remaining 
disbursing for the hundreds of agencies of Government and do the 
job economically. So I think you have to consider what is the over- 
all cost if you break up the centralized disbursing operations. 


FREASURY DEPARTMENT POSITION UNACCEPTABLE 


Mr. Gary. I agree with you that this is a matter that ought not to 
be handled without study. But the point I am making is that we 
have been studying it now since 1952 and this is the 1958 budget. 
That is 5 years. It looks to me that it is about time we are coming 
to a conclusion. 

Mr. Herrecrincer. We can’t get anybody to agree with us, sir. 
That is the purpose of this new three-way committee. We have the 
three responsible agencies and we will have to agree once and for all. 
We will do that on the basis of facts which we will develop. 

Mr. Bureess. The matter is very much one of contention. So it is 
not an easy matter to settle. 

Mr. Gary. I hope you will press your study and let us have a report 
by June 30, 1957, so that we can make some progress in this matter. 


Mr. Burerss. We will try. 
Summary oF GAQO Avnrr Reports 


Mr. Gary. Mr. Burgess, have you studied the report of the House 
Committee on Appropriations on the significant findings developed 
by the General Accounting Office during the course of audits and other 
examinations with reference to the Treasury Department ? 

Mr. Burress. Yes, I am sure we have been over it. I have not been 
over it for several weeks. Some we agree with and some we don’t. 

Mr. Gary. I wonder if you could give us a statement as to those 
which you agree with and as to those which you do not agree with, and 
the reasons. 
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SERVICES PERFORMED BY BANKING FIRMS 


Mr. Burgess. On page 79 the suggestion that Congress consider the 
desirability of charging interest on tax and loan accounts we don’t 
agree with. We don’t think that would really yield us any more 
money. If we did that the banks in their turn ‘would have to put on 
charges for the services rendered. Our analysis would indicate that 
we are getting pretty full value from the banks now for the deposit 
accounts. We would do an enormous amount of detailed accounting 
and wouldn’t be any better off at the end. It would require a change 
in the law, of course. 

Mr. Gary. Even if you were as well off it would have the effect of 
showing up these costs so that we would know what they are, would 
it not ? 

Mr. Burerss. Well, theoretically; of course this business of cost ac- 
counting is again a very troublesome and difficult thing to handle in 
any satisfi actory way. I have seen the thing operate both w ays. In 
the old days we used to charge interest. Of course our ac counts were 
very much smaller then. I do not think the results were any better 
then than they are now or any more advantageous to the Treasury. 

It would take a fearful amount of bookkeeping to try to bookkeep 
it out in detail. Of course we do a great deal of that in connection 
with these facilities where there is an airfield and the bank services 
that. So there we have opportunities to try it out where you actually 
try to balance off your deposits and their value and the service ren- 
dered. So we have those as a sort of trial run to see how the balance 
works. Qn the basis of that we think that we are getting very good 
value for the deposits that are utilized. These deposits do not stay 
put. They move pretty fast and they range from fairly substantial 
deposits to pretty small ones. 


PROPOSAL TO LIMIT APPROPRIATION FOR CURRENCY 


Mr. Gary. Are there any other items you disagree with ? 

Mr. Herreirincer. The other item is that consideration should be 
given to placing an appropriation limitation on the purchase of new 
United States currency. The Treasury does not object if the com- 
mittee would want to break it down i in the Treasurer's appropriations 
and put a separate appropriation in there for your United States 
currency. We do disagree with the Comptroller’s statement that we 
have spent more for currency than the Congress has appropriated to 
us. We have put the committee, we thought, on notice as to what we 
would do when a cut was made a few years ago, but not apportioned 
against the overall appropriation, and we have been very careful not 
to exceed what we have had in the overall appropriations as a limita- 
tion on currency. But the Comptroller thinks that a better control 
would be made of that item if it were set up separ: itely. 

Some years ago it was set up separately but I believe the committee 
tried to reduce the number of appropriations we handle and it was 
merged some years ago. 

Mr. Burerss. I think, Mr. Chairman, it might ae ips be helpful 


to your committee and orderly procedure if we gave a written com- 
ment on this report. 
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Mr. Gary. Yes. I think we will put the report in the record at this 
point and, if you will, give us a detailed comment on it for the record. 

Mr. Burerss. We will be very glad to do that. I think we have 
commented on some of the specific items before but let us give you 
a statement about the full report. 

(The report referred to follows :) 


REPORT TO THE HOUSE COMMITTEE ON APPROPRIATIONS 


Significant Findings Developed by the General Accounting Office During 
the Course of Audits and Other Examinations 


TREASURY DEPARTMENT 
The Comptroller General of the United States, December 1956 


BUREAU OF CUSTOMS 
Excessive cost of processing formal entries could be eliminated 

In our audit report on the Bureau of Customs, submitted to the Congress on 
December 28, 1955, we recommended that the responsibility for classifying 
merchandise be transferred from the collectors to the appraisers in order to 
eliminate duplication of certain clerical work performed by both. It was 
pointed out that the Bureau rejected our recommendation and that the matter 
would receive further consideration in our next audit. 

We have now completed the review of the functions and procedures of the 
collectors’ and the appraisers’ offices at several of the collection districts. 
We believe that the costs incurred by the Bureau in processing merchandise en- 
tries are higher than efficient and economical operations require and that such 
unnecessarily high costs are due to the duplication of effort in handling and 
liquidating these entries and to inefficient utilization of personnel. 

Under present procedures, entry documents are processed by several divi- 
sions or sections in the collectors’ offices and in the appraisers’ offices. Our 
review of these procedures showed that many of the entry documents passing 
between these offices are repeatedly reviewed for accuracy of preparation, com- 
pleteness, and verification of the tariff classification. 

After careful consideration of this matter, we have concluded that the duplica- 
tions in processing formal entry documents could be eliminated and personnel 
could be better utilized by removing rigid divisional lines between the functional 
units of the collectors’ offices and by reestablishing the present appraisers’ offices 
as separate operating divisions of the collectors’ offices. This would provide for 
centralization of authority in a single office and would make the collectors the 
sole classifying officers. 

Collection of customs revenues has always been the basic responsibility of the 
collectors. The work of the appraisers is just one step in the processing of 
merchandise entries. Under our proposal, the responsibilities for technical di- 
rection, passing on promotions, selection of personnel for key appraisement 
positions, and conducting field examinations of appraisement work and personnel 
would be vested in the Division of Appraisement Administration of the Bureau 
headquarters office, as at present. Therefore, we do not believe that any control 
over appraisements would be lost by placing the appraisers under the adminis- 
trative supervision of the collectors. 


Matiers of current interest which were included in December 1955 report to the 
House Committee on Appropriations 
Certain items which were included in our December 1955 report on significant 
audit findings are repeated because they continue to be of current interest. 


Possible savings through elimination of full-time operations at various ports 
of entry 
In our previous reports to the committee, we stated that your review of the 
activity at various ports of the Bureau of Customs indicated the possibility of 
savings in operating expenses through the elimination of full-time operations at 
certain ports. 
Some of our recommendations for consolidation or elimination of ports have 
been adopted by the Bureau, and some have been rejected. However, this is a 
continuing study, and we have made additional recommendations concerning 
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the abolishment, consolidation, and/or reduction of activity at several of the 
collection districts. 

Our current recommendations to the Commissioner of Customs relate to the 
following customs locations. 

Elimination of Jamieson’s line station and Clayton subport in the St. 
Lawrence collection district. 

Possible reduction of full-time operations at Sodus Point subport in the 
Rochester collection district. 

Reduction of the Plymouth subport in the Massachusetts collection dis- 
trict to a customs station. 

Consolidation of the collection districts of San Diego and Los Angeles, 
Calif. 

Consolidation of the collection districts of Sabine and Galveston, Tex. 

Unrecovered administrative costs incidental to warehouse operations 

As required by section 555 of the Tariff Act of 1980 (19 U. S. C. 1555), ware- 
house operators reimburse the Bureau of Customers for the salaries of customs 
employees assigned to supervise the receipt and delivery of merchandise at the 
customs bonded warehouses. However, the law does not provide for the Bureau 
to recover other administrative expenses, such as the cost of maintaining records 
and the cost of added work caused by multiple withdrawals. 

Section 557 of the Tariff Act of 1980 (19 U. S. C. 1557) and Presidental 
Proclamation No. 2948 permit importers to store merchandise under customs 
supervision for an indefinite period and to defer the payment of duties until 
withdrawal. The entire importation, or a portion thereof, may also be with- 
drawn for exportation, in which case no duties are paid. 

Title V of the Independent Offices Appropriation Act, 1952 (5 U. S. C. 146), 
and various directives of the Bureau of the Budget have established the policy 
that, where services are provided by Government agencies to special beneficiary 
groups, the direct and indirect costs incidental to these services should be 
recovered unless recovery is prohibited by statute. 

The Bureau of Customs is reluctant to charge for administrative costs in- 
cidental to warehouse operations for the stated reasons that: warehouse priv- 
ileges stimulate interest in the importing business and afford smal! businesses 
with limited financial means an opportunity to engage in foreign trade; charges 
to defray administrative costs would create an impediment to international trade 
and, therefore, would be contrary to the Administration’s policy of minimizing 
all customs and other barriers to such trade; the large amounts of revenue col- 
lected make the warehousing activities far more than self-sustaining. In our 
opinion, it is questionable that the charging of fees for these services would 
materially interfere with international trade or prevent enterprises with limited 
financial means from engaging in foreign trade. Although the Bureau has con- 
sistently rejected our views on this matter, it is our opinion that these costs 
should be recovered. 


Possible reduction in costs of supervising customs bonded warehouses 

In the December 1955 report to the committee, we expressed the opinion that 
costs of the Bureau of Customs billed to warehouse operators could be reduced 
by changing the method of supervising customs bonded warehouses 

At present, customs employees are stationed at the warehouses to supervise 
receipts and deliveries of merchandise and to keep records of such transactions. 
The salaries of these employees are reimbursed by the warehouse operators. We 
do not believe that it is necessary to have customs employees physically present 
at the warehouses. The taking of periodic physical inventories by customs em- 
ployees, and inspection of the warehouse operators’ records, should afford the 
same protection as the present system. All warehouse entries are covered by 
surety bond. In some cases, customs employees at the warehouses now rely on 
the warehouse records. 

The resultant savings would accrue mainly to warehouse operators, but im- 
porters would probably benefit as they ultimately pay the warehouse costs. 
The Government would also benefit through savings in the cost of administration. 

We recommended that the Bureau of Customs study the present method of 
supervising bonded warehouses with a view to changing to a periodic inspection 
and examination of the warehouse operators’ records. In reply to the recom- 
mendation, the Bureau stated that “the elimination of warehouse officers would 
require a change in law” and that “extensive study must be made before a de- 
cision can be reached.” However, the Bureau’s reply did not disclose its position 
on the recommendation or whether it would be considered. 
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Failure to recover costs of admeasurement and documentation services 


The Bureau of Customs is required by law to furnish admeasurement and docu- 
mentation services to vessels of the United States, but the act of June 19, 1886 
(46 U. 8S. C. 331), prohibits the charging of fees for these services. 

It is the policy of the Government, as stated in title V of the Independent 
Offices Appropriation Act, 1952 (5 U. 8. C. 140), and various directives of the 
Bureau of the Budget and messages of the President, that the cost of performing 
services of value to special beneficiaries should be recovered through charges 
for such services. Other nations, such as Great Britain, have established charges 
for admeasurement and documentation services. 

The annual salary cost of admeasurement is estimated at $266,000. Addi- 
tional indirect costs are not readily ascertainable. The cost of documentation 
service is not readily available from Bureau records, but we believe it is sub- 
stantial since, during fiscal year 1954, 14,000 marine documents were issued and 
25,000 licenses were renewed at the 120 ports of documentation. 

Several bills were introduced in Congress to provide for the imposition of fees 
for admeasurement and documentation services. The latest bill, H. R. 2641, 
82d Congress, was not enacted. 

We have been informed that the Bureau of Customs recently prepared a draft 
of legislation to repeal the statutory prohibition against charging fees for these 
services, which was approved by the Bureau of the Budget and which will be 
proposed by the Treasury Department for enactment in the 85th Congress. We 
believe that such legislation should be enacted. 


BUREAU OF THE PUBLIC DEBT 


Dual examinations of savings bonds should be eliminated 


The final examination of unissued United States savings bonds performed in 
the Bureau of the Public Debt overlaps examination work previously done in 
the Bureau of Engraving and Printing and results in the duplicate handling of 
a large number of the bonds. 

The examination in the Bureau of Engraving and Printing is performed 
primarily for the purpose of correcting discrepancies in the bonds and registration 
stubs resulting from the printing and mating operations. After this examination, 
the bonds are delivered to the Bureau of the Public Debt where they are examined 
to (1) verify the quantities received, (2) determine that the bonds and attached 
stubs have no imperfections and are properly arranged in serial number order 
by denomination, and (3) determine that the serial number on each attached 
stub agrees with the number on the related bond. We found that the total 
number of discrepancies discovered during both examinations was minor in rela- 
tion to the number of securities processed. 

In November 1955, we recommended that one thorough final examination of 
savings bonds be performed in the Bureau of Engraving and Printing in lieu of 
the dual examination processes. In our opinion, this change would reduce the 
labor costs to the Government by about $60,000 a year. We made a similar 
recommendation to the Treasury Department in April 1953, but it was rejected. 
However, the criterion used as a basis for its rejection did not adequately measure 
the potential savings to the Government because the cost estimates included 
allowances for fixed overhead items not requiring additional cash outlays and 
were based on unrealistic production rates. 

The Bureau advised us in April 1956 that reconsideration of our proposal has 
been deferred pending a decision as to whether a punched card form of savings 
bond will be adopted to replace the present design. 


Recessive examination of redeemed interest coupons 


Most interest coupons on public debt obligations are redeemed by the Federal 
Reserve banks. The redeemed coupons are examined in the banks at the time 
of redemption and then sent to the Bureau of the Public Debt where they are 
examined again on a detailed 100-percent basis. 

The examination by the Bureau is made for the purpose of determining that 
(1) the coupons were eligible for payment, (2) the coupons have been canceled, 
(3) the coupons have been properly classified for accounting purposes, and (4) 
the amount paid was proper. The results of the examinations are compiled into 
monthly audit tabulations used to verify financial charges for redeemed coupons 
on the records of the Office of the Treasurer of the United States and to provide 
detailed coupon accounts by individual values and interest-due dates in the 
Bureau of the Public Debt. 
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Because the experience under the detailed verification processes indicates that 
the potential loss to the Government is very minor in amount, we believe that 
the examination by the Bureau should be performed on a test basis insofar 
as the lower value coupons are concerned. We found that in the Bureau’s ex- 
amination, during a 6-month period, of about 5,500,000 coupons having a total 
value of approximately $1,182 million, only 21 coupons were found to have been 
paid in the wrong amount. The value of these coupons amounted to $238.29. 
Other discrepancies which were discovered, involving 1,772 coupons, consisted 
principally of classification errors which, if undetected, would not have resulted 
in loss to the Government. 

In our opinion, the adoption of test-examination procedures for lower value 
coupons, together with associated modifications in the accounting procedures for 
redeemed coupons, would not only place the auditing and accounting for re- 
deemed coupons on a more practicable basis but would also reduce the admin- 
istrative costs of the Bureau by about $25,000 a year and simplify the handling 
of the coupons in the Federal Reserve banks. Our recommendations for these 
changes were made to the Treasury Department in September 1956; we made 
similar recommendations in April 1953 which were rejected at that time because 
it was felt that the high value of the coupons made test-check procedures in- 
applicable and that such procedures would adversely affect the accuracy of the 
detailed coupon accounts. We believe the reasons cited for rejecting our recom- 
mendations are not valid since the test-check procedures can be restricted to the 
lower value coupons and the need for the detailed coupon accounts is very 
questionable. 


Need for reviewing the ineffectiveness of existing legislation for retiring the 
public debt 

The Victory Liberty Loan Act of 1919 (81 U. S. C. 767) established a cumula- 
tive sinking fund to aid in the retirement of the public debt. Appropriations 
are made annually to this fund for the payment of bonds and notes at maturity 
or for their redemption or purchase prior to maturity. 

In our opinion, the cumulative sinking fund no longer serves any useful pur- 
pose because it has ceased to operate as a systematic plan for debt retirement. 
The appropriations to the fund, which amount to about $620 million annually, 
are based on a framework which has remained unaltered despite vast changes 
in the magnitude of public debt operations. When this framework is applied 
today, it results in appropriations which do not have any logical relationship to 
the amount of the debt which may be retired either in one year or over a period 
of years. 

In addition to changes in magnitude, the structure of the public debt has 
changed considerably since the time the fund was established. A number of 
new types of bonds and notes have been issued which are subject to retirement 
from the sinking fund even though the nature and terms of the securities make 
their retirement from the fund seem both impractical and ineffective. More- 
over, almost all of the public debt retirement transactions in recent vears have 
been carried out without regard to the fund. The Secretary of the Treasury is 
authorized to use any money in the general fund of the Treasury for the pur- 
chase, redemption, or refunding of the public debt (31 U. S. C. 754a). 

In addition, we believe that the method of reporting annual appropriations to 
the sinking fund may be misleading. The annual appropriations are included in 
the budget estimates submitted to the Congress by the Treasury Department 
under the category “Permanent appropriations.” Other items in this category 
represent current estimates of expenditures for interest on the public debt, 
refunds of internal revenue collections and customs duties, and similar expenses. 
The reporting of the appropriations to the sinking fund along with these current 
expenditures can be misleading because it implies that expenditures will be 
made for debt retirement from the fund although the recent history of the fund 
indicates that such expenditures are very unlikely. 

In view of the foregoing, we recommend that the Congress consider reviewing 
the ineffectiveness of the present sinking fund legislation and the desirability of 
revising the machinery for debt retirement on a more realistic basis. F 
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OFFICE OF THE TREASURER OF THE UNITED STATES 


Congress should consider the desirability of charging interest on tax and loan 
accounts 


The Treasury Department follows the practice of using tax and loan accounts 
in commercial banks for the deposit of certain tax collections and proceeds from 
sales of public debt obligations. Checks from individuals or corporations for 
taxes or bond purchases are generally deposited to the credit of the Treasurer 
of the United States by the banks on which the checks are drawn. yithdrawals 
are thereafter made by the Treasury Department. Funds are held in the tax and 
loan accounts principally to avoid the effect the collection of these funds and 
their resulting withdrawal from the commercial banking system might have 
on the money and security markets. As of June 30, 1955, over 11,000 com- 
mercial banks in the United States held tax and loan deposits totaling over $4 
billion. 

Banks have not been required to pay interest on funds deposited in tax and 
loan or other demand accounts since 1933 because of section 11 (b) of the Bank- 
ing Act of 1933 (12 U. S. C.37la). However, the banks perform various services 
for the Government for which they receive no direct compensation, such as (1) 
sale and issuance of United States savings bonds, (2) distribution of announce- 
ments and receipt of subscriptions for other Government securities, and (3) 
handling of remittances from employers of withheld income and social-security 
taxes. 

No attempt is made by the Treasury Department to relate the earning value 
of the tax and loan account balances with the cost of the services performed by 
the banks. The Treasury Department believes that deposits in and withdrawals 
from these accounts are so numerous and balances fluctuate so widely that it 
would be impractical to evaluate the accounts in relation to the cost of services 
rendered and the benefit which the accounts provide to the national economy. 
Although there is considerable fluctuation in the tax and loan accounts, we 
believe that there is some doubt as to whether this fluctuation is so great as to 
preclude such an evaluation. Our audit work indicates that the estimated earn- 
ing value of the balances is considerably more than the estimated cost of the 
services performed by the banks. 

We have recommended that the Congress consider the desirability of amending 
present laws to permit the Treasury Department to charge the banks interest on 
funds deposited for the account of the Treasurer in the tax and loan accounts. 
Credit should be allowed the banks for the services performed for the Govern- 
ment for which the banks are not otherwise compensated. We believe that if 
this were done it could be determined whether payments for services rendered 
were being made on an equitable basis to all banks without loss of any of the 
benefits accruing to the national economy from the use of tax and loan accounts. 


Consideration should be given to placing an appropriation limitation on the 
purchase of new United States currency 

Since 1952, funds have been appropriated to the Office of the Treasurer of the 
United States to purchase currency from the Bureau of Engraving and Printing 
in accordance with a revolving fund type of financing established in the Bureau. 
The funds to purchase currency are included in the appropriation for salaries 
and expenses, Office of the Treasurer, without any limitation on the amount of 
the appropriation that may be used to purchase currency. Generally, about two- 
thirds of the appropriation is spent for currency. ’ 

We believe the present method of including the amount required for the pur- 
chase of new paper currency, without limitation or restriction, in the regular 
appropriation for salaries and expenses, Office of the Treasurer, is unsound for 
the following reasons: 

1. Savings due to technicological or management improvements made by 
the Bureau of Engraving and Printing can be used to build up inventories 
of currency or spent in other operations of the Office of the Treasurer. 

2. Congressional budget reductions can be absorbed by the Office without 
reducing expenditures for any other activity by the simple expedient of 
reducing the reserve stocks of currency on hand. 

3. The Congress, through the normal process of budget review, does not 
have effective control over the volume or extent of other services performed 
by the Office. 

The reserve stock of currency rose from 261 million pieces at July 1, 1951, to 
847 million pieces at June 30, 1955. 
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We have recommended that the Congress consider whether the present method 
of appropriating funds for the purchase of new currency provides sufficient con- 
trol over expenditures for the other activities of the Office of the Treasurer, 
In this connection, we believe consideration should be given to providing in the 
appropriation language a specific amount to be available exclusively for the pur- 
chase of new currency. 


GENERAL 


Internal auditing should be developed to obtain full benefits 


Although the Treasury Department has used internal auditing in some bureaus 
in one form or another for years, the establishment of an overall internal audit 
policy is of relatively recent origin. Therefore, in a number of bureaus, internal 
auditing has not been developed to a high degree of effectiveness. In view of 
the present difficulty of obtaining qualified internal auditors, it will take some 
time to put adequate internal audit procedures into operation throughout the 
whole department. Our audits of the various bureaus include a continuing 
review of internal audit development, and we will continue to include comments 
on this subject in our future audit reports. 


United States funds on deposit with certain States 


mately $28 million of Federal public funds was placed on deposit with 26 
States in 1887. The funds were to remain on deposit until otherwise directed. 

The act of June 25, 1910 (36 Stat. 776), allowed credit in the Treasurer's 
account for the amounts involved. It specifically provided, however, that such 
eredit should in nowise affect or discharge the indebtedness of the several States 
to the United States for the amounts deposited with them and that such amounts 
should be debited to the respective States until otherwise directed by the Con- 
gress. The records of the Treasury Department disclose that the amounts de- 
posited under the 1836 statute have not been returned, and it appears that the 
States are presently indebted to the United States for these deposits. 

The matter of these deposits was considered in the 69th Congress (H. Res. No. 
201), but it does not appear that any directive was issued either for their return 
to the United States Treasury or for any other disposition under the authority 
reserved to the Congress by the acts of October 2, 1837, and June 25, 1910. 

We are bringing this matter to the attention of the Congress so that it may 
again consider the requirements for the return of the funds. 


Pursuant to the provisions of the act of June 28, 1836 (5 Stat. 55), approxi- 


TREASURY DEPARTMENT COMMENTS 


BUREAU OF CUSTOMS 


Excessive cost of processing formal entries could be eliminated 


Customs rejected this recommendation for the following principal reasons : 

1. The advisory classifications of merchandise by the appraiser and the sub- 
sequent statutory classification by the collector are necessary for the proper 
administration of customs and the protection of the revenue. 

2. The full responsibility for classification cannot be placed on the appraiser 
without unnecessary paper handling and delays in the liquidation of entries. 
The principal reason for this conclusion is that a number of conditions that 
affect rates of duty cannot be determined at the time of the examination of im- 
ported merchandise and the appraiser, therefore, is frequently not in a position 
to report rates of duty. 

3. In a test of this recommendation it was found that less than 5 percent of the 
time devoted to the liquidation of entries is consumed in the review of the ap- 
praiser’s advisory rates of duty. It must be emphasized, however, that the ap- 
praiser is frequently not in a position to furnish the collector with exact rates 
of duty. For example, when a rate is dependent upon net unit value, the col- 
lector must determine the rate after he has calculated the net unit value. The 
test further showed that the various entry documents are not repeatedly re- 
viewed for accuracy of preparation and completeness. 

Possible savings through elimination of full-time operations at various ports of 
entry 

The maintenance of customs ports and stations is based on one or more of the 
following factors: 

1. Need for service to the public. 
2. Amount of revenue collected. 
3. Enforcement considerations. 
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In the discussion that follows regarding the several ports, ft should be noted 
that the: first four ports involve but a single permanent customs employee at 
each location. 

In a survey of offices on the Canadian border completed last year, Customs 
found a definite need for maintaining some of the smaller offices solely for the 
purpose of serving the public and to provide adequate enforcement. At 
Jamieson’s Line, an endeavor was made to eliminate full-time operations, but 
no one could be found in that area who would be reasonably qualified to perform 
the customs functions on-a part-time basis. To close the station, a one-man office, 
would foree residents on either side of the border to travel many additional miles 
to enter and leave the United States. Customs was also influenced im ‘their 
detision to maintain this office by a sizable increase in the number of vehicles 
entering the United States at that point in fiscal year 1956. There is also every 
indication that the traffic will continue to increase. Customs believes that this 
station should not be closed so long as the Canadian Government continues to: 
maintain its station at Jamieson’s Line, Quebec, and there is no disposition on 
the part of the Canadian Government to close its station at this point. 

Clayton, N. Y., is a busy summer-resort port in the heart of the Thousand 
Islands region. During the fiscal year 1956, over 84,000 people entered at that 
port and 1,500 vessels were bunkered. It has the largest American fuel dock on 
the St. Lawrence River. This is a service port with one permanent employee and 
additional summer seasonal employment. During the winter months of 1955-56 
the permanent employee was used in internal audit work in the district and the 
same plan is in effect this winter (1956-57). Under this personnel arrangement, 
and considering the service requirements, no change should be made in the status 
or staffing of the Clayton office. 

At Sodus Point, 510 vessels were entered and cleared in 1956. The port is 
maintained primarily to furnish services required by statute to vessels in the 
foreign trade. It is a one-man port. Coal exports from the port in 1956 passed 
the 1,250,000-ton figure by the end of November. During the summer months 
Customs does not believe that the volume of business can be possibly handled 
by a part-time employee. In the winter months the services of the present 
employee are used at the headquarters port. Any reduction in the full-time 
operation of this port would no doubt seriously impair service to the vessel 
interests. 

Plymouth is not only a subport, but also a port of documentation servicing 
approximately 140 vessels documented at that port. It is a one-man port. If 
reduced to a customs station, it would still require the services of one employee 
and there would be no savings. 

On the other hand, some services, such as the entering and clearing of vessels, 
which admittedly are infrequent, would have to be performed with reimburse- 
ment of the salary of the customs officer. Customs believes that the service 
rendered to vessel interests, fishing interests, and importers at that area justify 
the continuation of Plymouth as a one-man subport. 

The recommendation for the consolidation of the San Diego and Los Angeles 
collection districts was based on the relatively high cost of collecting the revenue 
dollar in the San Diego district in contrast to the cost in the Los Angeles district : 
also savings of $40,000 were estimated to result from consolidation. San Diego 
has two of the largest border ports of entry in the United States. A considerable 
portion of the total business at these ports is the processing of millions of persons 
who cross the border annually. Service to the public and enforcement are of 
paramount consideration in these transactions, and not the revenue collected. 
However, customs collections increased by $176,400 in 1956 over 1955. In the 
first quarter of fiscal year 1957 collections were 40 percent higher than in the 
Same period of 1956. Los Angeles, likewise, has had a tremendous and continu- 
ing increase in customs transactions. In both districts, the workload is increasing 
So rapidly that a consolidation of San Diego with Los Angeles would require 
additional help in Los Angeles and dissipate most of the estimated $40,000 sav- 
ings. Moreover, a consolidation would create adverse public relations in the 
San Diego area, because a great volume of business now transacted at San Diego 
would have to be transacted at Los Angeles, some 130 miles away. In these 
circumstances, there is no justification for the consolidation of the two districts. 

‘The consolidation of the Sabine and Galveston collection districts is under 
consideration in the Department. 
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Unrecovered administrative costs incidental to warehouse operations 


The position of the Bureau of Customs with respect to this recommendation 
is correctly summarized under this caption, and its views remain unchanged at 
this time. 


Possible reduction in costs of supervising customs bonded warehouses 


The transactions at a customs bonded warehouse are not limited to the mere 
receipt and delivery of merchandise in the quantity and form in which it was 
received in the warehouse. Consequently, there are many reasons why the 
presence of a warehouse officer at a bonded warehouse is beneficial to the im- 
porter and warehouse proprietor as well as to the Government. 

Merchandise may be manipulated while in warehouse as, for example, by sam- 
pling or repacking. The changes made in the merchandise by manipuiation may 
affect the quantity or value subject to duty or the rate of duty or all three. aban- 
donment or destruction of merchandise in a warehouse may result in duty and 
tax credits to the importer. Certain loss and damage of merchandise while in 
warehouse may also result in credits for duty and tax. 

In addition to supervising the various activities mentioned, the warehouse 
officer frequently performs many essential customs functions such as the weigh- 
ing, gaging, and sampling of imported merchandise, the results of which are used 
in the determination of duty and tax due. 

If warehouse officers were not employed, Customs believes that monthly in- 
ventories and proprietor record examinations would be necessary to insure the 
timely collection of duty and taxes on merchandise removed from the warehouse. 
This cost alone would probably offset any reduction in cost to warehouse oper- 
ators or Customs resulting from the discontinuance of warehouse officers. 

The use of warehouse officers facilitates the removal of merchandise from 
warehouses and contributes materially to the customs determination of the exact 
liability of the importer for duties and taxes. On the other hand, the discontinnu- 
ance of customs warehouse officers would have no effect on the customs appro-~ 
priation insofar as their compensation is concerned because such compensation 
is presently reimbursable to the Government. 


Failure to recover costs of admeasurement and documentation services 


Legislation is being drafted, for consideration of this session of the Congress, 
to accomplish the objectives of this recommendation. 


BUREAU OF THE PUBLIC DEBT 
Dual examination of savings bonds should be eliminated 


In April 1956 the Bureau of the Public Debt advised that comments on the 
proposal that the final examination of savings bonds be performed in the Bureau 
of Engraving and Printing had been deferred pending a decision as to whether a 
punched-card form of savings bond might be adopted to replace the present 
design. 

Although it was anticipated that technical factors might be resolved which 
would result in an acceptable assembly and permit formal recommendation for 
its adoption and use, the experimental work has not yet been completed. The 
adoption of a punched-card bond would result in substantial reduction of the 
forces of both agencies as the examination would be basically through mechanical 
check. 

During this period the Bureau of the Public Debt has continued to perform the 
final examination which they believe does not substantially duplicate the type 
of examination set up by the Bureau of Engraving and Printing for their prod- 
uct, and is perhaps more effective than the proposed consolidated examination. 
Excessive examination of redeemed interest coupons 

In June 1955 a committee appointed to review the possibility of examining 
redeemed and unissued coupons on a test basis and weigh the cests in terms of 
the intangible as well as the tangible effects against the dollar savings reported 
as follows: “In consideration of the high dollar potential for undiscovered errors, 
the relative small savings which could be made, and the questionable accounta- 
bility accuracy, it would seem advisable to continue the detailed audit procedure 
of interest coupons.” 

The current recommendation that the adoption of test examination procedures 
for lower value coupons ($12.50 and under) with modification in accounting 
procedures has also been restudied. It would appear that, with or without 
modification of accounting controls, the same compelling reasons cited above 
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obtain and are still valid, and the detailed audit cf the lower value redeemed 
coupons should be continued. The detailed audit of unissued interest coupons 
has not been questioned. 

Need for reviewing existing legislation for retiring public debt 

The -report. recommends. that the Congress consider reviewing the ineffective- 
ness of the present sinking-fund legislation, and the desirability of revising the 
machinery for debt retirement on a more realistic basis. 

The then Fiscal Assistant Secretary advised the General Accounting Office on 
February 24, 1955, that while the sinking fund had not been fully effective as a 
means for debt retirement, during the long period of deficit financing, it serves 
as a constant reminder that under sound fiscal procedures and a balanced budget 
provision is required for the gradual repayment of the public debt. At that 
time the last substantial application to the sinking fund had taken place in 
the fiscal year 1948. Further applications to the sinking fund were made last 
year, and the indicated surplus for fiscal 1957 for the second successive year 
points to another application. : 

Undoubtedly the existing provisions should be restudied at an appropriate 
time in the future, but meanwhile there would appear to be no urgency about 
repealing the existing law. 


OFFICE OF THE TREASURER OF THE UNITED STATES 


Interest on government deposits 


Under an act of Congress approved June 3, 1864, the Secretary of the Treasury 
was authorized to designate national banking associations as depositary banks 
for the purpose of receiving and disbursing Government funds. This authority 
was extended by an act of Congress approved May 7, 1928, to include all banks 
and trust companies incorporated by special law or organized under the general 
laws of any State which were qualified as members of the Federal Reserve 
System. 

Interest was not collected from banks on Government deposits with depositary 
banks prior to 1908, presumably because no preference to the payment of interest 
was contained in the 1864 act. This law was amended by an act approved May 
30, 1908, specifically authorizing the collection of interest on Government de- 
posits at a rate prescribed by the Secretary of the Treasury, the rate to be not 
less than 1 percent per annum. 

A rate of 1 percent was fixed by the Secretary of the Treasury in Department 
Circular 39, dated June 10, 1908, which reserved the right to increase the rate 
at any time. 

Interest was collected semiannually on January 1 and July 1 of each year at 
the rate of 1 percent per annum from June 15, 1908, to June 30, 1912, when it 
was increased to 2 percent.’ 

Prior to June 1, 1913, interest was collected only on what was known as spe- 
cial or additional deposits.2, On April 30, 1918, the Secretary of the Treasury 
announced that beginning June 1, 1913, all Government depositaries, both general 
and limited,’ would be required to pay interest at a uniform rate of 2 percent 
per annum on average balances held and that such interest would be payable 
Janunry 1 and July 1 of each year. 

A new class of depositaries, known as special depositaries, was created in 1917 
for the purpose of handling deposits arising from sales of Liberty bonds. These 
accounts, formerly called ‘war loan accounts” are now called “Treasury tax and 
loan accounts.” 

The interest rate on Government deposits was reduced to 11% percent, effec- 
tive December 1, 1930; to 1 percent, effective February 16, 1981; and to one-half 
percent, effective June 1, 1931. The payment of interest on Government deposits 
was discontinued under the Banking Act of 1933, section 11 (b), which provides 
that, with certain exceptions as to contracts entered into in good faith prior to 


1 From time to time, under special instructions of the Secretary of the Treasury, interest 
on certain deposits was collected at higher rates, such as those held by foreign deposi- 
taries, and special deposits held by Federal land banks and the Treasury of the Philippines. 

2 Special and additional deposits consisted of money transferred by the Secretary of the 
Treasury to a depositary, over and above the sums necessary to carry on the operations 
of the Government in the locality where the depositary was situated. 

3General depositaries Maintain a general account which the Treasurer of the United 
States for the purpose of receiving local deposits from Government collecting and disburs- 
ing officers ; providing cash for payrolls, ete. Limited depositaries are used for the purpose 
of maintaining official checking accounts of postmasters, clerks of courts, and certain other 
Officers when specially authorized. 
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the passage of the act, no member bank shall pay interest on deposits payable on 
demand.* 


Government deposits are required by law to be secured by Government bonds 
or other collateral security approved by the Treasury. 
Attachment: Table showing the interest rates applicable to certain periods, 


TABLE 1.—Jnterest rates on Government deposits, 1908-33 


Rate of 
Period interest Treasury regulation or instruction 
(pereent 


June 15, 1908, to June 30, 1912 : . 1 Treasury Department Circular No. 39, June 10, 
1908. 

Letter of Secretary of the Treasury, Apr. 22, 1912. 
Announcement of Secretary of the Treasury, 
Apr. 30, 1913. Treasury Department Circular 
No. 176, Dee. 31, 1919, and amendments and 
supplements thereto, May 15, 1922, and Sept. 2, 
1930. 

ist supplement to Treasury Department Circular 
No. 176, Nov. 26, 1930: -21 supplement to 
Treasury Department Circular No. 92, Nov. 26, 
1930, 

21 supplement to Treasury Department Circular 
No. 176, Feb. 9, 1931. 3d supplement to Treas- 
ury Department Circular No. 92, Feb. 9, 1931. 

3d supplement to Treasury Department Circular 
N 176, May 21, 1931. 4th supplement to 

ry Department Circular No. 91, May 21, 


July 1, 1912, to Nov. 30, 1930 


no 


Dec, 1, 1930, to Feb. 15, 1931 


Feb. 16 to May 31, 1931 l 


June 1, 1931, to June 30, 1933 L 4 





Interest discontinued July 1, 1933 4th supplement to Treasury Department Cir- 
cular No. 176, June 26, 1933. 21 supplement to 
Treasury Department Circular No. 92, revised, 
June 14, 1933, discontinued interest on war loar 
lep ccounts effective June 15, 1933 


Limitation on appropriation for currency 


The Comptroller General recommends that the Congress give consideration 
to placing an appropriation limitation on the funds for the purchase of new 
United States currency and states that since 1952 funds for this purpose have 
been appropriated to the Office of the Treasurer of the United States without 
any limitation on the amount of the appropriation that may be used for this 
purpose. 

For the fiscal year 1952 the Congress reduced the budget request of the Treas- 
urer by $500,000 and specified that no part of the reduction be applied to funds 
appropriated for the purchase of new currency. Hence the Congress did place 
a limitation on funds for this purpose for that year. 

The 1955 budget request of the Treasurer was reduced $100,000 by the House 
of Representatives. In answer to inquiry as to the effect of such a reduction, 
the subcommittee of the Committee of Appropriations of the United States Senate 
was told that inasmuch as the Treasurer had already reduced her original esti- 
mate of needs by $175,000 before presenting her budget, she would be forced to 
apply a substantial portion of the House reduction to the activity concerned 
with the purchase of currency. The reduction was not restored, and the Treas- 
urer found it necessary to apply a substantial portion to the funds requested 
for the purchase currency as previously indicated to the Senate committee. 

At the beginning of each fiscal year, the Treasurer sets up on her books the 
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‘The act provided that no contract for payment of interest shall be renewed or extended 
unless it shall conform to sec. 11 (b). 
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full amount of the funds available for the purchase of currency, and no funds 
are diverted for other use thereafter as indicated by the following table: 


—_——— a — — 


| 
Funds set up | Funds actually 
at beginning | spent for pur- 
Fiscal year | ofeach year | chase of 
| for purchase | currency 
of currency 
1063...--- ! : am : | $15, 834, 134 | $15, 834, 130 
1953... = han 5 hate bse abuts tel hpke fecal 14,819, 300 | 14,6 4 491 
BG 3~<$o00 | 12, 024, 160 ,, 024, 161 
Meer itits 5 CAAA Buds 10, 232, 000 | 10, 2.1, 965 
1956. . orp ly 9, $10, 600 Y S09, 896 


The Treasurer has no reason to object to the adoption of the suggestion if the 
Congress sees fit to do so. 


GENERAL 


Internal auditing should be developed to obtain full benefits 


It is the Treasury's policy that internal auditing shall be a regular function 
of each bureau. Under departmental regulations promulgated in Treasury De- 
partment Circular No, 924, of June 23, 1953, the head of each bureau is responsi- 
ble for seeing that a system of internal auditing, suitable to the operating re- 
quirements of the bureau, is established and maintained as one of the main 
features of internal control. The Commissioner of Accounts, through a small 
departmenti il staff, is responsible for coordinating the departmental program, 
giving advisory assistance to the bureaus and checking on the effectiveness of 
the systems in operation. 

The Treasury bureaus as a whole have made good progress with their internal- 
audit systems, although it cannot be said that all have reached a high degree of 
effectiveness. The present concept of internal audit, though fairly well estab- 
lished in commercial fields, is relatively new in the Federal Government. De- 
velopment is gradual and evolutionary. In some of the larger Treasury bureaus 
such as Internal Revenue Service, Bureau of Engraving and Printing, and the 
United States Coast Guard, significant progress has been made with the result 
that management is getting real value from the internal-audit function. Some 
bureaus have found the recruitment of qualified auditors a difficult problem. 
In the smaller bureaus the scope of activities does not lend itself to a full-time 
auditor and operating personnel are assigned the internal-audit work on a 
part-time basis. 

With the addition of an internal auditor during this fiscal year, authorized by 
the committee for the fiscal year 1957, the departmental audit staff has been 
able to give more time and attention to coordinating the departmental audit 
program. On-site appraisals of the audit programs of Treasury bureaus have 
been commenced, two of which have been completed, and the results are en- 
couraging. As such appraisals are made, weaknesses disclosed are brought out 
asa basis for corrective measures. Also, advice is being given the bureaus with 
their programs, and closer liaison is being maintained with the General Ac- 
counting Office in working out mutual problems and avoiding overlapping of 
audit functions. 


Mr. Gary. Mr. Burgess, I understand that you are aiming at May 1 
for the use of the puncheard bonds. 

Mr. Burcess. That is right. We hope to do it by then. Every- 
thing looks pretty smooth except for one thing right now. The 
second carbon of the bond that we use doesn’t come out quite clearly 
enough so that it can be read distinctly, so the machines can read it. 
We are experimenting with different kinds of carbon paper and so on 
and it is one of the remaining things we have to lick. It sounds like 
& minor detail but those second carbons are kept by the issuing agen- 
cies. Weare very hopeful to have that licked by May 1. 
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UNITED STATES FUNDS ON DEPOSIT WITH STATES 


Mr. Canrietp. Mr. Burgess, the December 1956 report of the Com 
troller General to our committee has an item captioned “United States 
fund on deposit for certain States.” I am mindful of the.fact that 
you are going to give this committee a written statement bearing on 
this report, but this particular item is of such an interest to me | 
wonder if you will be good enough to comment briefly now. 


The report states the United States, pursuant to the provision of the | 


act of June 23, 1836, 5 Stat. 55, placed approximately $28 million of 
Federal public funds on deposit with 28 States in 1837. The funds 
were to remain on deposit until otherwise directed. ‘Toward the end 
of the report it is observed, “the records of the Treasury Department 


disclose that the amounts deposited under the 1836 statute have not} 
been returned and it appears that the States are presently indebted to | 


the United States for the deposits.” 

I take it that there has been no action on the part of the Congress 
to require the return of these funds? 

Mr. Herretrrncer. The last time this was considered was 1910, 
At that time Congress enacted a bill which permitted us to discontinue 
the accounts as a ch: irge to the Treasury. At that time, the Congress 
continued the status that the amounts should be debited to the re- 
spective States until otherwise directed by the Congress. Now it will 
take a direction by the Congress to recover the amount from the States. 

Mr. Canrietp. Will you be good enough at this point in the record 
to present the statement: showing the 26 States and the amount that 
they received ? 

Mr. Burerss. We will dothat. 

(The material supplied follows :) 


TREASURY DEPARTMENT 


UNITED STATES FUNDS ON DEPOSIT WITH CERTAIN STATES 


In 1836, a surplus of public funds had accumulated in the Treasury resulting 
from the sale of public lands, large customs receipts, and general great economic 
prosperity. The Congress felt that such surplus should be deposited with the 
several States and accordingly it enacted legislation approved June 23, 1836 
(5 Stat. 55) directing the Secretary of the Treasury to deposit with the several 
States moneys in the Treasury of the United States in excess of $5 million for 


the safekeeping and repayment thereof whenever required for defraying any | 


wants of the Public Treasury. Pursuant to this act, the Secretary of the 
Treasury deposited $28,101,644.91 with the several States, as follows: 





State: Amount | State—Continued Amount 
Maine - _ $955, 8388. 25 Delaware ai. $286, 751. 49 
New Hampshire _ 669, 086. 79 | Virginia 2 , 198, 427, 99 
Vermont 669, OS6. 79 North Carolina ie 1 33, 757. 39 
Massachusetts == Ly GOS, Lid» OS South Carolina 7 On1. 422. 09 
Connecticut 764, 670. 60 | Georgia 1, 051, 422. 09 
Rhode Island Biko 382, 335. 30 | Alabama ____ 5 669, O86. 79 
New York _ __. 4,014, 520. 71 | Louisiana siieabanchied 477, 919. 14 
Pennsylvania __.. 2, 867, 514. 78 | Mississippi ___*- 382, 335. 30 
New Jersey _..__ 764,670.60 Tennessee ; _ 1, 483, 757. 39 
Ohio 2, 007, 260. 34 Kentucky —_ _ 1, 4233, 757. 39 
Indiana — : 860, 254. 44 Missouri —_____- . $382,335.30 
Illinois be 477, 919. 14 | Arkangne.:<.. cca s~e 286, 751. 49 
Michigan “sben 286, 751. 49 | . —— 
Maryland same “965,888 25:1 Total : 28, 101, 644. 91 


This legislation was considered by the Treasury Department to have the 
effect of rescinding the discretionary power which it had exercised prior to 
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that time in investing surplus public funds until they were needed for public 
purposes. On October 2, 1837, the Congress passed an amendatory act (5 
\p- Stat. 201) which further removed the deposits from the control of the Treasury 


py providing that this money should remain on deposit with the States until 
bes otherwise directed by the Congress. Until 1910, the deposits were carried as 
lat a charge on the accounts of the Treasurer of the United States. However, pur- 
on suant to the act of: June 25, :1910. (36:Stat. 776), «credit was*allowed in the 
s] Treasurer’s account for the amounts involved, with the stipulation that such 


credit shall not discharge the indebtedness of the several States to the United 

' States for the amounts so deposited and that such amounts should be debited to 
the ; the respective States until otherwise directed by the Congress. 

of | The subject was again brought to the attention of the Congress in 1926 when 

1ds . Congressman Simmons introduced House Joint Resolution No. 201, which 


nd | would direct the Secretary of the Treasury to call for the return to the Treasury 
of the funds deposited with the States in 1837, but no final action was taken 

ant thereon. 

not This matter was the subject of a letter of October 23, 1952, to the Secretary of 


to! the Treasury from the Comptroller General of the United States. In his reply 
| of February 18, 1953, the Secretary of the Treasury stated that in view of the 
provisions of the act of October 2, 1837,-and,the ‘history of these deposits, the 


Ss Treasury regards the matter as one entirely in the discretion of the Congress. 
10, PIRACY IN DRESS DESIGN 

1ue 

"eS8 Mr. Canrretp. Mr. Burgess, coming down on the train from New- 


re-| ark last night I picked up a copy of the Sunday Mirror. There I found 
vill' astory written by Charline Davenport, Sunday Mirror magazine 
tes.| fashion editor. A part of this story reads as follows: 


The idea may be something of a shocker, but the average New Yorker rubs 
hat elbows with modern pirates every day. Piracy was once a romantic occupation. 
The characters who pursued this profitable career in sturdy ships gave their all 
for golden doubloons and kegs of rum. 

Modern pirates are dressed in neat business suits and have exchanged the cut- 
lass for the sketching pencil. They are interested in profit with little investment 
or energy. Design piracy has been going on for years in the United States of 
America. Fortunately, our good creative talent has developed in spite of little 
protection from pilferers of ideas. * * * 

Almost every day copyists haunt the Fifth Avenue stores. Sometimes they are 


ting well-dressed women hired by the pirates to snoop for ideas that can be copied 
ymic down, down, down, until what was once a good dress becomes a sleazy imitation. 
the Cheaper pirates copy better pirates and so it goes. 

1838 This is the easy money way of doing things, a rich harvest of honey and gold, 
eral | strangely enough, all within the law. But outside the law are the ways of some 

.for) ofthe bolder pirates. They have been known to pose as members of a firm expect- 
any | ing a precious box containing exclusive models. They would usually meet the 
the) bonded messenger with all of the assurance of a member of the firm, sign for the 


box and be off in a cloud of dust. 
This type of stealing didn’t last long. Messengers no longer turn over boxes 


int of merchandise to strange men in lobbies and elevators. But the most unexplain- 
1. 49 able sleight-of-hand trick of all is just how packages from abroad are pilfered. 
7, 9 All Paris originals are bonded. Paris has a copyright law that has worked for 
7. 39 centuries. Manufacturers who wish to copy Paris designs do it on a business- 
2. 09 like basis. They pay plenty for the original with full rights to adapt it for the 
2. 09 American market. 

6. 7 Then the pirate goes to work. This one is a clever thief. Somewhere between 
9. 14 the time the bonded originals are checked at customs and delivered to the person 
, 30 who ordered them, a jacket might be swiped, or 1 dress taken from a consign- 
7. 39 ment of 4, Detectives are curbing these model wolves, but as usual they are 
7. 39 difficult to find “with the goods.” 

5. 30 ‘ ; 

51. 49 Is that a matter that the customs has had brought to its attention ? 


— Mr. Kenpauu. I think, Mr. Canfield, that that is after it has left 
4.91) the customhouse. It may be in the hands of a private carrier or de- 


» the liverer. We have not had, to my knowledge, any criticism of cus- 
wr to toms as such in that connection. 
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TAX COLLECTIONS 


Mr. Canrietp. “Gross tax collections during 1956 totaled $75.1 bil- 
lion or an inc ‘rease of.about $9 billion over 1955.” 

I am reading from page 8 of your statement. 

Mr. Burcess. That is right. That includes social security and 
everything. The net figure for’ 1956 was 68 net budget receipts, 
There is enough of social security and so on to bring it up to 75. 

Mr. CanrirLp. A part of that increase, of course, was due to in, 
creased enforcement all along the line. 

Mr. Bourcrss. Some of it; yes. 


INCREASE IN AUDIT OF TAX RETURNS 


Mr. Canrteub. Increased activity in the matter of delinquent ac- 
counts. The reason I bring up this subject now, Mr. Burgess, is this: 
In the main it has always been the testimony of the Treasury Depart: 
ment that the taxpayers of the United States are honest folks and 
want to pay Uncle Sam what is due him. On the other hand, we know 
that there are many tax dodgers. I think it is important at the begin- 
ning of these hearings for you to stress the fact that as we go along 
from year to year more and more returns are checked and sc rutinized 
by the Treasury, enforcement activities are on the increase, thus serv- 
ing notice on those who would dodge their taxes or are in the artful 
game of teiling other people how to avoid taxes, this is dangerous 
business. 

Mr. Buregss. That is right. 

Mr. Canrietp. Would you make a brief comment on that point ? 

Mr. Burcess. Of course we are learning each year how to check 
these returns better and where to look for evasion. We are having 
constantly increasing success in making sure that the taxpayer really 
pays what he should pay. I think also the American people are learn- 
ing about the tax computation business and I think each year we are 
getting more adequate returns from the taxpayers of the country. 

This large increase also reflects the fact that we have had a very 
great increase in prosperity, in transactions, and in the national in- 
come, so we are working on a bigger base. But I think in spite of the 
fact that when you consider the volume of operations, that our 
forces, which seems pretty large on paper, isn’t really large to do that 
tremendous job but we do a first-class job of checking over taxes and 
finding the places where there might be evasion. 

Mr. Canrrexp. Is it true that in the colleges and schools of our 
land more and more attention is being given in special courses and 
lectures to our tax laws? 

Mr. Buresss. Yes, there are a great many more people who under- 

stand the tax laws who are able to guide people on making their re- 
turns. It is a job of teaching, really. After all, the income tax law 
of this country isn’t terribly old. When we started out we started 
out with very low figures. It takes time for people to learn these 
things. We try constantly to improve the forms. You would not 
believe it perhaps by looking at the form but we are constantly work- 
ing at trying to simplify them more and making them more under- 
standable and wor king with the people who handle these things. The 
banks are a great help in helping people make out tax returns. The 
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trust companies of course do it. The legal firms also. Increasingly 
we have special tax people who understand the thing thoroughly. 
While the legal firms will naturally try to see that their customers 
don’t pay more than they should, at the same time I think they exer- 
cise a very wholesome influence in protecting their customers against 
the pen: alties of underpayment. 

Mr. CanrreLp. Does the Treasurer take note of and possibly review 
the numerous publications that are now being released, written by 
authors who hold themselves out to be tax experts, and indicating in 
the main exemptions, deductible allowances? 

Mr. Burgess. Yes; we maintain contact with the accounting socie- 
ties and the other organizations of people. We try to keep pretty alert 
on the whole field. 

Mr. CanrreLp. Mr. Burgess, I know you were with the Secretary, 
Mr. Hump shrey, last Wednesday before our Committee on Appro- 
priations. J assume you were glad to hear our good chairman, Mr. 
Gary, say that he believes the Treasury is the most economically run 
agency of our Federal Government. 

Mr. ~ rcEss. He was greatly pleased. 

Mr. Canrre_p. In presenting your request for the new fiscal year I 
note ih: at. you have added some personnel to the Coast Guard, which 
ig a military unit and has had additional responsibilities thrust upon 
it in developing its Reserve program. A few additional men are asked 
for the Bureau of Customs, a revenue collecting agency and about a 
thousand additional men for the Internal Reevnue Service. There is 
a slight addition to the Bureau of Narcotis, 18 agents. Committees of 
the Congress, both the House and Senate, notably the House Ways and 
Means Committee and the so-called Daniel committee of the Senate, 
have been pressing you to have more agents over and above this figure 
but it is my understanding that you have had difficulty in rec ruiting 
men for that service. Eighteen is the figure that you have set your 
sights on for 1958? 

Mr. Burcerss. It is hard to keep up, even with the staff we have, in 
getting competent people. 

Mr. Canrievp. Outside of those additions in manpower you have 
none. I know the Secretary’s Office is status quo. 


METHODS OF REDUCING EXPENDITURE 


Mr. Buraess. The big increase in expenditure is in other items. If 
I may say this, we are just as anxious to cut this budget as anybody. 
We have 18 months to work on this before it is all spent and we have 
our men working in the field, we are going to keep in touch with you 
if we find any pay dirt, and we hope that you will help us too if you 
see places where we are spending too much money or where we can 
save. There are two general avenues for savings: One is through 
doing more efficiently the things that we do. We are working on that 
all the time, new machinery, new methods, and better training of per- 
sonnel, and morale is just as important. It is just as important to 
keep up morale with our suggestion contest and so on. 

The other avenue, aside from the administrative help, is the matter 
of policy. This Reserve program of the Coast Guard is a matter of 
policy. The matter of spending more on income-tax collection is a 
matter of policy. We are administering a program that is jointly 
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devised by the administration and by the Congress. We will be de- 
lighted to get any thoughts that you have on either one of those broad 
topics. 

COAST GUARD PLANES 


Mr. Canrtetp. When it comes to the Coast Guard of the United 
States and its Reserve program, I don’t see how it could be run more 
economically. Personally, I take pride in bragging about the tra- 
ditions and the accomplishments of the Coast Guard and the w ay it 
operates itself on the money it receives. It is operating under the 
Treasury Department. I can’t help but feel that if the Coast Guard 
today, a military unit under the United States Code was operated 
under the Defense Establishment, it would be asking for millions and 
millions more than it is receiving now. I think the cor ps has a good 
spirit. I think it is proud to be singled out in this way. Most cer- 

tainly as a student of the Reserve program and one that has supported 

it in the fullest, and knowing what it means to the security of our 
country, I don’t want to see that cut in anyway. I am sensitive, as the 
chairman is—I am sure other members also—on this subject of the 
airplanes. I mentioned Bermuda the other day. Bermuda is a sea- 
base, of course, and the planes down there are subject to corrosion and 
the erosion can do an awful job on some of those old World War II 
planes. 

I have seen it with my own eyes. You can see the deterioration. 
It just frightens you. That is why I spoke so emphatically the other 
day and continue to join the chairman and the other members of this 
committee in expressing the hope that Treasury will not let this thing 
pass over lightly. I know it will not. 

Mr. Burecess. May I say, Mr. Congressman, since our meeting the 
other day, Mr. Kendall has had a look at that situation. I think he 
might comment on that. 

Mr. Kenpatu. Those planes that were there when you were there, 
Mr. Canfield, the PBM’s, are no longer there. When the report came 
in here the planes were brought back to Floyd Bennett Field and some 
additional PBM’s were taken out. 

Mr. Canrrevp. I am so pleased to hear that. 

Mr. Kenpatui. I don’t want to go into this whole thing, but the 
PBM is a part of the short range—and I am talking not about time 





ee 


but radius of flight—program which is going to be supplemented as | 


time goes on, as you know, with the aircraft which is called the UF, 
a more modern aircraft than the PBM. And those PBM’s you speak 


earner 


of are no longer there. They have not been since the report got in | 


here, as a matter of fact. 

Mr. Steminsxi. Mr. Burgess, it is always a pleasure to hear you 
talk. In my district there are many people who think very highly 
of you because of their contact with you and your background and 
your men in our community. They have gone great guns in Hudson 
County, which is across from New York. Our people like you, and 
I would like to express my appreciation on the record for the economic 
development that has taken place on our side of the river. 


RELATIONSHIP OF CORPORATE AND PERSONAL TAXES 


I would like to highlight one paragraph that deeply impresses me 
here in the report on page 3 which says: 


This (your) program would provide more effective control of our spending. 
It would become a desirable restraint on inflationary pressures to release to 
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the private economy added manpower and money which in turn can open the 
way to lower taxes with a sharper spur to incentive and greater opportunity of 
production, and more and better jobs as a result of release to the private economy 
of added manpower and money. 

May I, Mr. Burgess, at the risk of boring this committee for perhaps 
3 to 5 minutes, and then I shall be through, review with you some 
axioms, which, if we can get some guidelines on, can help me and the 

eople in my district do some thinking that might ultimately help us 
in this drive toward the lower cost of government and the release of 
more money into private channels. 

For example, sir, we are pleased that we are going to have a surplus 
of $1.8 billion, based on budget receipts of $73.8 and expenditures of 
$71.8. Now it says here “Individual income taxes” and I am reading 
from the budget for the fiscal year 1958, page A4. It says here: 

From individual income taxes we are going to get $41 billion. From corporate 
income taxes we are going to get $22 billion. 

The question is, can we expect that same percentage to spread over 
the years, Mr. Burgess, between individuals and corporations or can 
the people of the country see a lowering or a narrowing of that spread ¢ 
It is about a $19 billion differential. 

Mr. Burcess. That is pretty hard to answer, Mr. Congressman. Of 
course the corporations earn somewhere around $40 billion and we get 
about half. Now out of the $20 billion the corporations keep they re- 
distribute about $10 billion, about half of it, to their shareholders and 
the other half is plowed back into the business and is used for building 
plant and so on. 

So this all gets into the hands of the people sooner or later. These 
are in the form of wages, in the form of dividends or in some other 
forms. 

In the past few days, the individual income has been increasing 
faster than the corporate. 

Mr. Steminskr. You see, I notice here, in the colmun 1956 actual, 
individuals paid $35 billion. Corporations paid $21 billion. 

Mr. Burcess. You see, corporations are up $1 billion, individuals 
are up $6 billion. It is very interesting. 

Mr. Stemrnski. So as you go down this column, excise taxes, $11 
billion; employment taxes $8.4 billion; estate and gift taxes $1.4 bil- 
lion. Customs $800 million ; miscellaneous receipts 3.2. You don’t see 
any change in their approach, do you ? 

Mr. Burcess. One interesting thing is that as the country grows 
more prosperous it takes a smaller part of its income to produce the 
necessities of life. Take food, for example. The number of people on 


.the farms to produce food for this country in percentages has been 


declining steadily. It used to take half of the people on the farms 
to produce food. Now it is about 10 to 12 percent, something like that. 
The same thing is true of certain of these basic industrial production 
figures, steel, and soon. Wespend a smaller proportion of our income 
on this and a larger proportion on service, on amusements, on tobacco, 
on shows, motion pictures, transportation, on tailoring establishments, 
that whole miscellaneous range of services. 

That his been growing very rapidly. So that I think there is a ten- 
dency for the income of the individuals, expendable income, to increase 
faster than the corporate income. 

Mr. Gary. Will the gentleman yield? 
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Mr. Steminskt1. Yes, sir. 

Mr. Gary. You can’t overlook the fact that the corporate dividends 
are again taxed to the individual when they are distributed. 

Mr. Burcess. 7 ‘hey carry their tax. So the $41 billion that is taxed 
include a very substantial tax on the $10 billion of dividends that the 
corporations have paid. It includes also the tax on the wages which 
the corporations pay. In a sense all of the corporate income that 
doesn’t actually go into stone, land or raw materials goes to individuals 
in one way or another. 

Mr. Steminski. We hear about deduction of taxes, reduction of 
taxes, when we run for office. People are going to keep saying that if 


we are spending money abroad, why don’t we have a point 4 program | 
at home. There will be fire eaters, and demagogues. They don’t seg| 
any lowering of our taxes. With overseas labor markets producing | 

25 to 35 percent cheaper than we are, people are going to wonder what | 
it is all about. I thought I would like to learn something from you } 


in order to answer some such questions. People are becoming more 
and more reflective, and administrative minded. They are interpret- 
ing pocketbook conditions more than they have in the past. They 
have more time and more need to do so. 

I would like to feel that we have discussed this fully and if I, in turn, 
should go before the Rotary or Kiwanis or many of the other fine 
organizations in my district, I would want to meet that thirst of theirs 
for a more constructive enlightenment on the budget. I have letters 
from them now. This talk of the budget has created quite a lively 
stir. One more quote and then Iam through. I read now from the 
United States Budget for 1958: 

Major national security, 43.8. International affairs and finance, 
2.8. One might unwittingly : ask why we are spending $43 billion to 
protect 2.8 abroad. These can be demogogic flank attacks on the 
budget but they can be made. Veterans’ service and benefits, 5.0. 
That should vanish in 60 years if we stay out of war. Labor-welfare, 
3.5. Agriculture and agricultural resources, 8.1. They could say 
why don’t we get more immigrants in here to eat up what we produce 
as we did in the last half of the last century instead of being so finite 
in our definitions on admitting people. They came here wave on wave 
in the 1880’s and what a country we have now. 

The answer to agricultural surplus they say is more mouths to eat 
the food and more of our people to wear the fiber, and that 8.1 billion 
cost will shrink. Natural resource, 1.8, commerce and housing 6.9. 
They say if people have enough of this tax money refunded to them or 
are allowed to hold more of their money maybe we won't have to have 
so many kinds of public housing, then maybe many of them can own 
more of theirown homes. General government, 1.4, interest 7.3. That 

slice can come down if we lay out and follow a budget one-third for 

defense, one-third for public affairs and one-third for reserves. Al- 
lowance for contingencies $400 million, and so forth. We need an 
axiom on budget layout. Is it one-third, one-third and one-third? 

Now, I think I have pulled out of the Budget record what I need 
for my section of the country and I appreciate it very much. This 
plus my remarks in hearings on the budget with Secretary Humphrey 
and Budget Director Mr. Brundage should get the ball rolling and 
give us something to talk about and to act on. Thank you, Mr. Bur- 
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RESERVE STOCK OF CURRENCY 


Mr. James. Mr. Burgess, there is just one thing that comes to my 
notice here. I am interested in one of the agencies of this Govern- 
ment that refers to you in this report to the House Committee of Ap- 
yropriations by the ¢ vomptroller General of the United States. On 
page 50 there is an interesting statement concerning a very rapid in- 
crease in the reserve stock of currency. It says here that the reserve 
stock of currency rose a 261 million pieces at July 1, 1951, to 847 
million pieces at June 30,1955. Offhand, would there be | any reason 
for this growth in the reserve stock of currency? Would that be up 
to the Treasury Department or would it be up to the Bureau of En- 
graving and Printing as to what they think might be a necesary 
supply ? 

Mr. Burcess. That would be our decision and included in the 
budgets. I imagine that some of that represents military payment 
certificates, currency for military use abroad. I am advised that 261 
million pieces at July 1, 1951, is a very low figure. Of course that is 
the reserve stock he id by the Treasury. Now there are others that 
hold the country’s currency supply. There is a great deal held by the 
banks and so on, so this doesn’t give you a complete figure. 

Mr. James. There are some implications preceding that statement 
that would be disturbing if true. I have a feeling that this criticism 
ispretty farfetched. 

Mr. Burerss. Here are the figures for 1956, 1957, and 1958, of the 
amount on hand. ‘This is the comparative statement of United States 


‘ curency, number of notes held. This is the curency of all denomina- 


tions held in reserves, in thousands of notes on June 30. On June 
30, 1956, it was 616 million pieces. On June 30, 1957, it is estimated 
at 423 million. In 1958 we estimate 473. That is, the 847 on June 
30, 1955, was a high figure. It has come down each year to 1957. 
Then we decided we got down so low we are budgeting for 1958 to 
increase that a little, Because there was very active business in 1956 
and 1957, it has gone down from 847 million; so on June 30 this year 
we figure it will be only half that and we will start building up again. 

Mr. Gary. What do you estimate is the amount it should be? 

Mr. Burcrss. Well, we would like to be sure we had 6-month supply 
of $1 bills at least on hand. Of course in all this thinking about cur- 
rency on hand, we have to always think about that dreadful calamity 
that might happen if we were hit by an atomic bomb. We always give 
thought to that. It might be that the stock of currency in W ashingtor i 
would be unavailable or in Phil: adelphia or in New York. So in addi- 
tion to asking for money to print a little more this year we have dis- 
persed our currency stocks around the country. Of course there are 
two forms of currency. There is one that we circulate ourselves: the 
silver certificates, which is $1 bills and $5 bills and just a few tens. 
On the other hand, there is the Federal Reserve currency which the 
Federal Reserve issues from their reserve stock, which is not included 
here, which are the fives and up, which are held in the Federal Reserve 
banks. We print them for them but for their account. They do the 
distributing of them. 

Mr. Canrietp. What you just told us, Mr. Burgess, isn’t that also 
the reason for having some of your money distributed in the banks 
throughout the country ? 
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Mr. Bureess. That is right. 

Mr. Canrtevp. It is very definitely in the interest of our security. 

Mr. Burerss. Very much so. 

Mr. James. On this page the Comptroller General makes a case for 
direct appropriation solely for the printing of currency and he givesa 
pretty cogent reason for that here in three separate items. One, sav. 
ings due to technological or management improvements made by the 
Bureau of Ener: aving and Printing can be used to build up inventorig 
of currency or spent in other operations of the office of the Tre: asuty.| 

Secondly, congressional budget reductions can be absorbed by the} 
office without reducing expenditures for any other activity by thel 
simple expedient of reducing the reserve stocks of currency on hand) 

Three, the Congress through the normal process of budget review 
does not have effective control over the volume or extent of other serv. 
ices performed by the office. 

This all seems to imply that there can be some juggling around by} 
the use of what, I imagine, over the whole picture is an insignificant] 
sum of money for the printing of currency. 

Mr. Burcess. I don’t quite understand how anybody in a responsibk 
office would write a report like that. They are implying that you 
review of our expenditures is inadequate. 

Mr. James. That is right. I join in that statement. I can’t under. 
stand how anybody in a responsible position can put this thing out, 

After all, as I said before, the cost of the currency of the United States 
is, SO to speak, a drop in the bucket in the over: all picture of the cos 
of operating the Treasury. 

Mr. BurcEss. We give you a full report of the currency we issue 
and how much there is on hand. It is all available to you. There is 
no secret about it. In the appropriations you can seek it out pretty 
well. We have indicated we are going to spend more this year than 
last year. 

Mr. James. I think this is a pretty cogent statement in here. 

Mr. Burgess. I agree with that. 

Mr. James. I wonder why the Comptroller General of the United 
States should not be talked to about furnishing to Congress and the 
people of the United States a statement of this kind. 


Mr. Burcess. I suppose, Mr. Congressman, you have to give every] 
auditor a sort of poetic license. An auditor really does not get much} 


fun in life. So he gets his fun out of writing a report which has 
little punch to it, you know. So, while it irritates us once in a while 


we are glad we have the auditors, because sometimes their punches} 


land home, and it is their business to try to alert us to any deficiencies 
in our behavior. So we try to take it in good spirit. 


QUALITY OF CURRENCY IN CIRCULATION 


Mr. James. Perhaps that is the way to take it. There is one poi 
on this general subject of currency. Some years ago we had quite 
discussion in this committee about the quality of the currency that was 
being circulated here in the District of Columbia. I am going to saj 
to you that it is getting that bad again. 

Mr. Burerss. Is it really ? 

Mr. James. Yes, itis. I have had to change some bills. Of cours 
[ don’t have money enough to get much above the $5 class but some of 
the bills are ready to fall apart. Some of it looks disease ridden. 
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Mr. Burcess. I think you might sample what we get from Panama 
and Puerto Rico. 

Mr. JAmes. Of course the pressure against all currencies in the 
United States, maybe the rapidity of exchange and use of the cur- 
rency which is bound to make for its shorter life. 

(Off the record.) 

Mr. James. In Philadelphia, I will say the currency we ‘get up 
there is far cleaner than the currence y I get down here in W ashing- 
ton. Of course we have a Federal Reserve bank there. 

Mr. Burcess. Of course we exchange that with the Treasury, so on 
the $1 bills, and so on, there shouldn’t be any difficulty here. 

Mr. James. We will probably have someone up before us with 
whom we can discuss this matter. 

Mr. Gary. We always discuss that with the Treasurer. 

Mr. Burcess. We also like to issue new currency but the difference 
in cost in a year is a very substantial item and where currency is per- 
fectly usable to circulate again, we try to keep it moving. 


DAILY TREASURY CASH BALANCE 


Mr. Sreep. Mr. Burgess, a little while ago we were talking about 
what I suppose you call your daily cash balance in relation to the 
amount of money necessary to be left on deposit in certain banks to 
offset the cost of service they rendered. Do you have any policy as 
to the minimum amount of daily cash balance you try to keep on 
hand ? 

Mr. Burecess. Well, it is just at the minimum today. We have less 
than $2 billion right at this moment in the depository banks and in 
the Federal Reserve banks. That is just about a minimum. When 
it gets down that low we begin to get itchy. The answer is that we 
spend between $5 billion and $6 billion a month. You can see a 

$5 billion would be $60 billion a year. If we spend $72 billion a yea 
that j is $6 billion a month. $2 billion is just 10 days’ cash balance. 

This spending can fluctuate 2 or 3 hundred million dollars in a 
day. This year to date receipts have been less than we expected by, 
say, $200 million. And expenditures have been two or three hundred 
million greater. So that our balance is 4 to 5 hundred million dollars 
less than we thought it would be. That is why the other day we 
started putting out some more bills. The next issue of bills will be 
$100 million more than we had planned. We are doing other things 
to turn it around. Here was our balance, for example, on January 
24.1957, in Federal Reserve banks we had $250 million. We had gold 
of $497 million and we had in special depository, that is in the banks, 
$1,019,000,000. That was distributed among three groups of banks, 
at A banks, B banks, and C banks. That is just about a minimum. 
Sometimes it will run up to as much as six billion, which will be a 
month’s cash. 

Mr. Srrep. I am asking this mostly for my own education. I had 

always had in mind that during some periods of the year, the deadline 
on income-tax payments, for instance, you rec elive ver ¥ large amounts 
of money. Then at other times of the year the income will be very 
low. How do you go about maintaining a bal: anc e without having too 
much on hand sometimes and not enough others ? 
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Mr. Burcess. It is quite a trick. We have to work at it all the time. 
For example, on March 15 there will be a lot of taxes that will come 
in. Maybe it will be something over $5 billion. We have Treasury 
bills and certificates maturing on the 22d of March for a total of $49 
billion. So we will use the big tax receipts to pay off those maturing 
bills. We planned that out so that it will fall that way. We have 
others bills and certificates that mature in June so the big tax payments 
that come in there then will be paid right out again. But this method 
of redistributing or distributing our balance in the banks throughout 


the country means that we never pull a lot of money out of the c ountry | 
and just hold it in our arms away from business. It means that it is | 


more or less constantly in use, we only draw it out of the banks as we 
need it to spend. 

We draw $500 million out 1 day, $200 million 2 days later, say, just 
to meet the expenditures, meet our disbursements. That is one oreat 
advantage of this depository bank system which was established many 
years ago. It is a very good method of making sure that the banks, 
the money markets of the country, don’t get the impact of tremendous 
big deposits 1 month and then jerking that all out again which would 
upset them tremendously. 


FUNDS DEPOSITED IN THE STATES 


Mr. Streep. I have one other question: I don’t think I understood a 
while ago a question that Mr. Canfield asked about this report by the 
General Accounting Office on these funds deposited in the States. As 
I read that, it said that the $28 million had been deposited in some 26 
States a long time ago and subject to future action by Congress. Ap- 
parently there has been no future action by Congress. Would there 
be any advantage in Congress taking some action about that item, 
since it has been brought up here? 

Mr. Buraess. I have never happened to look into the history of it. 
I suppose that was at the time of the panic of 1837, just at the end of 
Andrew Jackson’s shall we say, reign? The bank of the United States, 
the Second Bank of the Umted States had been closed in 1836 and 
there was a very chaotic situation. 

Mr. Herreirincer. The original idea back of this act was to deposit 
the surplus fund, that had been accumulated in the Treasury, in the 
States. We had surplus funds back in 1836 for a year or two that 
they put out in the States. Then they discontinued that during the 
next year. So that lay there for one hundred and some years without 
any farther action. 

Mr. Streep. This being on deposit in the States for that length of 
time, it is true that it might bankrupt some of the States to be com- 
pelled to repay it. 

Mr. Herreirincer. It is on deposit without interest. 

Mr. Gary. Thank you, gentlemen. 
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OFFICE OF THE SECRETARY 


WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
WILLARD L. JOHNSON, DEPARTMENT BUDGET OFFICER 
JANE M. CULLEN, ADMINISTRATIVE OFFICER 


Mr. Gary. We will now take up the request of the Office of the 


Secretary. 
Program and financing 


Program by activities 
1. Executive direction 
9. Administration and coordination of legal services 
3. General administrative services 
4. Operation and maintenance of Treasury buildings 
5. Employee health program _- 


Total obligations. . 
Financing: 
Unobligated balance no longer available 


Appropri ition 


Obligations 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees 

Number of employees at end of year 


Average salaries and grades 
General schedule grades 
Average sal ary 
Average grade 
Ungraded positions: Average salary 
Personal services 
Permanent positions 
Positions other than permanent 
Regular pay above 52-week base 
Payment above basic rates 
Other payments for personal services 


Total personal services 
2 Travel) 
038 Transportation of things 
04 Communication services 
05 Rents and utility services 
06 Printing and reproduction 
07 Other contractual services 
Services performed by other agencies 

68 Supplies and materials 
08 Equipment 
Grants, subsidies, and contributions 

Contributions to retirement fund 
13 Refunds, awards, and indemnities 
15 Taxes and assessments 


Total obligations 


__ 


1956 actual | 1957 estimate 


| | 
$1,191,144 | $1, 181,060 


305, 580 308, 490 
661, 459 672, 650 | 
622, 984 678, 900 

| 59, 800 58, 900 


2, 840, 967 | 2, 900, 000 
j | 

9, 033 

| ‘ - on 


2, 850, 000 | 2, 900, 000 


by objects 


| 


1956 actual 





iH2 $52 
2 2 
432 436 
444 445 
' 
| $6, 443 $6, 544 
| : 
Gs-&., 2 (rs-8. 2 
$3, 884 $3, 883 
$2, 492, 023 $2, 531, 990 
3, 447 | 6, 540 
9, 574 | 
34, 712 19, 600 
9, 917 7, 670 
. a 
| 2, 551, 673 2, 565, 800 
23, 049 15, 000 
17 
51, 320 | 52, 500 
55, 449 | 97, 200 
10, 934 10, 850 
18, 100 
122, 100 
49, 750 
6. 000 
| , 4 i] 
1, 343 | 800 
1, 900 


} 1, 694 } 
2, 840, 967 | 2, 900, 000 


1958 estim 


ite 





1958 estim 
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$2, 563, 
6, 
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2, 606, 


10, 


5, 618 
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909 


415 
000 
100 
600 


, 785 


900 
000 


2, 500 
, 200 
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Budget authorizations, expenditures and balances 





1956 actual | 1957 estimate | 1958 estimate 


ey, 


BUDGET AUTHORIZATIONS AVAILABLE 


RINNE ii ic anind cnn casa ited ancettdy --| $2,850,000 $2, 900, 000 $3, 124, 000 
Obligated balance brought forward__.....--..--.-_-. ol 130, 920 121, 247 133, 510 
Restored from certified claims account-_-__.....-- sor haba 445 

Total budget authorizations available_.............-.---] 2, 980, 920 | 3, 021, 692 3, 2! 270 


EXPENDITURES AND BALANCES 





Expenditures— 
Out of current authorizations. ._____- 2, 719, 865 2, 769, 935 2, 973, 510 
Out of prior authorizations..._.._..- 126, 255 118, 247 | 133, 065 
Total expenditures._....___._- <2 ae Wt a tAS 2, 846, 120 | 2, 888, 182 3, 106, 575 
Balance no longer available: 
Unobligated (expiring for obligation)... : 9, 033 
Other-__ ‘ | 4, 520 ee 4 ana 
Obligated balance carried forward pee st 121, 247 133, 510 150, 935 
Total expenditures and balances_......_.-- aks 2, 980, 920 | 3, 021, 692 3, 257, 510 


Mr. Gary. From this it appears that the appropriation for 1957 
was $2.9 million. The estimate for 1958 is $3,124,000 and the increase 
over 1957 is $224.000. 

Mr. Parsons, do you have a general statement ? 

Mr. Parsons. I do. sir. 

Mr. Gary. We will be glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Parsons. Mr. Chairman and members of the committee, the 
estimate I wish to discuss is the one prese nted to you for “Salaries and 
expenses, Office of the Secretary of the Treasury” for the fiscal year 
1958. It provides funds for the operation of the immediate office of 
the Secretary, his staff assistants, the Office of the General Counsel, 
and the Office of Administrative Services. In addition, it provides 
funds for the operation and maintenance of the Main Treasury Build- 
ing and Annex, and for an employee health program, which fur- 
nishes emergency first-aid services to Treasury employees in Wash- 
ington, D. C. 

As you know, the Secretary of the Treasury is responsible for the 
direction and administration of the Department’s many and varied 
activities. These responsibilities include the formulation of tax and 
fiseal policies, the management of the public debt, the collection of rev- 
enue, printing of currency, manufacture of coins, administration of 
the United States Coast Guard, Secret Service, Bureau of Narcotics, 
and Federal Facilities Corporation, liquidation of the Reconstruction 
Finance Corporation, and certain lending functions under the De- 
fense Production and Federal Civil Defense Acts of 1950. To pro- 
vide the necessary personnel and services to enable him to carry out 
these responsibilities, the Office of the Secretary is requesting an ap- 
propriation in the amount of $3,124,000 for the fise al year 1958. This 
is an increase of $224,000 over the current year’s appropriation of 
$2,900,000. However, $214,000 of the increase results from the fol- 
lowing obligations authorized by legislation passed by the last session 
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of Congress or the increased cost of services furnished by other 
agencies : 


Contributions to civil service retirement costs which were formerly 
appropri: meted Girectly 6: tbG Te coc eerie ndnpeie animes $157, 200 


Salary increases authorized by Public Law 854 for the Secretary, , Under 
Secretaries, ASsistant Secretaries, General Counsel, and other execu- 
ei MANO ag cicghtd ihn sig yep Wnsebaberpreenncptins iqarehs aye tae nbn emioeed 31, 000 
Pay for the additional working day in the fise al year re tag 10, 000 


Increase Over the amount provided in the current appropriation in the 
estimated cost of steam furnished the Treasury Building and Annex 


by the General Services Administration_______.____--__-_.~-------- 12, 000 
Increased reimbursement to be made to the Public Health Service for 
the operation of the employee health program. This additional cost 
includes the extra working day and contributions to the retire- 

SEE PEDIC ts pl eb esen he ag ths Lab drastic wi ect oe SS SEE ee ee 3, 800 

IN sien incisal i tN OS eae ice ae te 214, 000 


The remainder of the increase, or $10,000, is to provide additional 
funds for the purchase of office and duplicating equipment. During 
the past several years, due to unanticipated additional personnel serv- 
ice costs and other emergencies in connection with the operation of 
the buildings and equipment, we have deferred the purchase of equip- 
ment of all types. As a consequence, most of it is getting very old and 
the cost of repairs and upkeep is becoming excessive. Approximately 

$5,000 of the additional funds requested will be used for the replace- 
ment of a graphotype machine which is more than 18 years old 
and a multigraph machine which has been in use for 10 years. The 
remaining $5,000 will be used to replace typewriters and other types 
of office equipment used in the daily operations. 

Some examples of unanticipated obligations in the current year, 
which we are making every effort to absorb so as to avoid requesting a 
supplemental appropriation, are the following: 


Increase in the salaries for executive positions____- . $31, 000 
Increase in the estimated cost of steam over the amount provide d for this 
purpose in the appropriation____- Stidtinte icici gS 
Wage board increases granted the crafts force on December 2, 1956____ 12, 000 
Total__- rome s salpicce . 53,300 


Since th » wage board increases were approved after the preparation 
of our estimate, it does not include any funds for this added cost in the 
fiscal year 1958, which is estimated to be approximately $21,000. 

An analysis of our estimate will show that it includes $2,606,900 for 
the salaries of 430 ayes positions and $017,100 for miscellaneous 
expenses. These operating expenses include somé of the items which 
[ have mentioned, suc h as retirement contributions, steam, equipment, 
and the operation of the employee health program. In addition, it 
covers the cost of travel, communications, utilities, printing, con- 
tractual services, and supplies and materials for the staff offices and 
in connection with the operation of two buildings. 

As the Under Secretary advised you, we have complied with the re- 
quest of your committee and arranged for the position of the Assistant 
Secret: ary responsible for the liquidation of the Reconstruction Fi- 
nance Corporation and the administration of the Federal Facilities 
Corporation and defense lending functions to be financed from the 
administrative funds available for these operations. In view of the 
need for the services of this Assistant Secretary to administer the 
lending and liquidation program and to handle the many other as- 
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signments he has been given in the credit and lending field, the See. 
retary would like to continue this position on the same basis as it ig 
being carried in the current year. 


MANAGEMENT IMPROVEMENT PROGRAM 


For the information of the committee, I would like to mention some 
of the accomplishments made during the past year as a result of the 
Department’s management improvement program. As the Secretary 
advised you earlier, it was at his request that a special search was made 
to find ways of reducing expenditures further without impairing the 
service the Department renders to the public. This search was very 
suecessful as it produced results and also stimulated management ef- 
forts throughout the Department. 

A total of over $8 million of savings were reported as a result of 
management actions effected during the year. Of this amount over 


SOPRA T RETR TERT RESETS 


ene 


$6 million represent annual recurring savings. The remainder re- | 
sulted from the release of space, land, and equipment. In addition | 
there have been many improvements for which dollar savings could 


not be reported but certainly contributed to better management and 
improved the services the Department renders. The actions taken in 
1956 as well as some of the projects scheduled for this year are out- 
lined in more detail in a report we prepared on our management im- 
provement program. I will leave some copies of this report with you 
for the committee to review, but would like to give you a few examples 
of the actions which produced savings during the past year: 

The Customs Service modified the outward foreign manifest 
requirements so as to show the entry or withdrawal number of all mer- 
chandise being exported under bond. The replacement of physical 
supervision of lading of bonded merchandise by establishing docu- 
me an iry controls resulted in annual savings of $75,000. 

The Bureau of Engraving and Printing adopted revised pro- 
linha for the examination of printed products which resulted in im- 
proved quality standards, reduced spoilage, and produced better se- 
curity controls, with a reduction in cost of $270,000. 

Revisions in the taxpayer assistance program substantially re- 
duced the time that technical employees diverted from regular audit 
and collection activities to aid taxpayers in completing their returns. 
This resulted in better manpower utilization valued at $2,789,000. 

4. The further extension of the use of mechanical and electrical of- 
fice equipment in the preparation of Government checks resulted in 
savings of $108,300. 


Sn RRO 


5. Organizational realinements in the Bureau of the Public Debt | 


resulted in the elimination of 11 small units, with their functions being 
discontinued or merged in other offices. The annual savings are esti- 
mated at $43,900. 

The transfer of the Coast Guard supply facilities located at 
Jersey City and Brooklyn to Navy space in Brooklyn will result in 
annual savings of $223,000 in personnel and maintenance costs. The 
Jersey City site was disposed of, netting the Government more than 
$1 million. In addition, 46 parcels of property valued at $370,000 
have been turned over to GSA for disposal. 

A new cigarette tax stamp of reduced size cut printing and trans- 
portation costs by about $250,000 annually. In addition, the continued 
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printing and issuance of tobacco products tax stamps of series 125, in 
lieu of printing a new stamp series each year, will result in savings in 
printing costs of $50,000 annually. 

8. Space and equipment utilization surveys in the Bureau of Cus- 
toms resulted in the release of approximately 157.000 square feet of 
space, valued at $472,000, and the declaration of surplus equipment 
valued at $136,000. 

Before concluding, I would like to mention that one of the most 
important developments of our management improvement program 
in 1956 was that more Treasury employees than ever before con- 
tributed to its success. In the incentive awards program more than 
6,500 suggestions were submitted, an increase of 42 percent over the 
previous year. Adopted suggestions totaled 1,473, reflecting a v9 per- 
cent inc eine, ia $45,202 was paid in awards, representing a 72 per- 
cent increase. Superior work performance awards were made to 436 
employees and special act or service awards were given to 61 employ- 
ees. ‘Che payments in these two latter categories amounted to $55,641. 
In addition to the intangible benefits obt: ained through all types of 
awards, identifiable annual savings of $658,770 were realized. 

The heads of the bureaus who will appear before you will be able 
to give you more information regarding the management improve- 
ment programs in their organizations, and I will be glad to furnish any 
additional information you may need. 

Mr. Gary. What is the basis for the consti antly increasing charges 
by GSA for steam ? 

Mr. Parsons. It is my understanding, Mr. Chairman, that they are 
faced with the same problems we all are. For example, they have to 
pass on to us all of the increased costs in their operation, and part of 
that increase is the retirement fund contribution, by way of illus- 
tration. 

In other words, they have to pay the retirement costs for their 
particular employees and we get a pro rata share of that in our charge 
for steam. Any increase in the price of fuel ultimately results in our 
paying more for steam. I am sure it isa passing on of increases that 
they have had to take on because of increased prices or because of 
legislation which imposes costs on them. 

Mr. Gary. Have you any recourse or avenue of protest if the charges 
seem excessive ? 

Mr. Parsons. We are working with them all the time to be sure 
that they are not. We are very skeptical, | might say, as you will 
find out by asking them. We protest vigorously any time anything 


‘ goes up. 


Mr. Gary. I stated before the full committee the other day that 
I thought the management improvement program in the Treasury De- 
partment has been most effective in working out economies in the 
Department and I think that is responsible largely for my further 
statement that in my judgment the Treasury Department is the most 
economically operated Department in the Government. I believe that 
sincerely and I think it is due largely to the fact that you have this 
manage ment- -improvement program in which you are consti untly try- 
ing to find new methods of effecting economies and increasing the 
eflici ‘iency of your operations. I certainly want to commend the De- 
partment for its management-improvement program. 


87824—57—_—-7 
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I would like to see the Treasury Department do what it can to extend 
that program to other Departments. I do not know what the best 
way would be to do it, but I think there should be a management- 
improvement program in every Department of the Federal Govern- 
ment so that we would be constantly reviewing these increasing costs, 
I hope the good work that you are doing in that field can be extended 
to other de partments. 


INVENTORY OF OFFICE EQUIFMENT 


Will you insert at this point in the record an inventory of office 
equipment by items indicating the age of each piece of equipment? 
Mr. Parsons. For the Office of the Secretary or for the entire 
Department ? 
Mr. Gary. For the Office of the Secretary. 
Mr. Parsons. Yes, sir, we can do that. 
(The information referred to follows :) 
Office of the Secretary, Treasury Department, inventory of office equipment 
OFFICE MACHINES 
Ages hwaall 
It oe on, een —| rotat 
1to5 | 5 to 10 | 10 to 15| 15 to 20 20 to 25 lOver 2 25 | 
years years years | years | years | years | 
| | j 
Typewriters 73 86 | 7 101 | 4 | 0 277 
Adding machines. --- oe 3 | 0 4} 13 | 9 9 38 
Calculators 3 24 | 25 27 3 | 1 83 
Bookkeeping machines 2 | 0 | 0 | 0 0 0 2 
Miscellaneous machines (postage, stenotype, | | 
time stamps, etc. : 0 5 12 6 2 0 2 
DUPLICATING EQUIPMENT 
Presses: 
Multigraph Soak 1 l 
Multilith a 4 4 
Mimeograph 4 { 
Cameras 0 0 0 I 2 0 3 
Enlarger 0 0 0 | 0 0 ] 
Drilli ng machines 0 0 1 3) 0 1 2 
Paper cutt or 0 | 1 0 0 0 2 
Punching und perforating 0 0 0 0 0 l ] 
Print dryer l 0 0 0 0 0 1 
Graphoty pe 0 0 0 1 0 0 l 
Addressoeraph “a . 0 l 0 | 0 i) 0 I 
Photostat 0 1 | 0 0 0 0 I 
Collator i 1 0 0 0 0 0 1 
Folder 0 1 0 0 0 0 ! 
Stitcher 0 I 2 0 0 0 3 
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Furniture * 
Number 


Item on hand 
EE ee ee eae eee Cae Tae ee Ee ee ee eS Re ee oe ee 292 
Se LGN CODCOD Foo i ke th oak ee ee eee s 105 
ND i eitbceionr shines acaivcisth see pas isdedecdopinakip tee tatiana ied capiepa Re tas cet asad 1, 670 
EE a SB ing state Dies paces aati idee tate ie SNE erent 206 
I ha a hi ol ah Lahde icin etna dalicterliatt ld rmiencs inet aadelaes oldaiads itil aidcecaied 413 
I kes at thas hip dd hk boca aioe Sik abe hi thie hsb) bd SO 14 
a a a i i 
RE RRS Aye ee <i nanan cuppa as eee 52 
Tables (all types . including confe rence, typist, and telephone sti nds) —___ 656 


1Records regarding the actual age of the furniture are not available. Some of the 
furniture has been in use for many years and most of the additions in recent years were 
acquired through surplus channels resulting from agency liquidations, etc. During the 


period 1952 through 1956 only $4,095 worth of new furniture was purchased, of which 
$2,529 was for security file cases. 


NUMBER OF POSITIONS 


Mr. Canrievp. Mr. Parsons, I take it from your presentation that 
you are not asking for one additional position. 

Mr. Parsons. Actually, sir, we will have six less. 

Mr. CanFietp. The truth is you are going to have a lesser number? 

Mr. Parsons. That is correct, sir. 

Mr. CanFrevp. Actually, what is the number? 

Mr. Parsons. Our estimate will provide 430 positions. I did some 
checking that I thought might be interesting to this committee. The 
number of personnel that we are asking for for 1958 is at the lowest 


' figure that there has been for this group of offices since I have been in 


the Treasury. 

Mr. CanrteLp. Which is how long? 

Mr. Parsons. I have been there 12 years, and I believe, although I 
have not checked these figures, it is probably the lowest since about 
1936. 

Mr. Canrretp. That is a remarkable statement and documents the 
tributes that have been paid the Treasury Department by our distin- 
guished chairman. 

INCENTIVE AWARDS 


I am very much interested and I know the chairman and all of the 
committee are interested in your incentive awards program. Just 
passing through this documented report for the fiscal year 1956, I note 
that one suggestion had an estimated savings of $466.000. Can you 
tell us who made that suggestion and just what it was? 

Mr. Parsons. I will have to get you the story on that. My memory 
is vague on it. Let me supply. it for the record. It was in 1955 that 
that took place. 

(The information referred to follows :) 

Mr. Henry Pickard, foreman of the bindery section, Bureau of Engraving and 
Printing, was granted an award of $1,000 in fiscal year 1955 for suggesting that 
savings bonds be printed entirely by the offset process in lieu of a combination 
of offset and intaglio printing. 

Mr. Canrietp. Will you tell us of your awards? 

Mr. Parsons. We have a number of honorary awards. <A year ago, 
as I think we told the committee last year, the Secretary established 
what we have called our Alexander Hamilton award for outstanding 
leadership. That is a gold medal and citation which we give to per- 
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sons who distinguish themselves in terms of policy or management 
leadership. 

Mr. Canrietp. Was there some award under that program this 
year? 

Mr. Parsons. Yes, that award has been granted a number of times 
during this past year. Mr. Shreve, whom I think you gentlemen 


remember, received this award when he retired from the sav ings-bond | 


program. Mr. Laurens Williams, when he left the service about 3 
months ago, received it. He retired as the Secretary’s assistant for 
tax legislation and worked along with Dan Throop Smith. Then 
Mr. Bartelt received it when he retired a year or so ago. 

Mr. Canrrecp. Did Paul Banning receive an award whien he left 
the Treasury ? 

Mr. Parsons. He did. When Mr. Banning retired, which is now 
about 21% years ago, he received the Department’s gold medal for ex- 
ceptional civilian service. That was prior to the time we had this 
award. He would have received the Alexander Hamilton medal had 
we had it at that time. He received our gold medal which is for 
exceptional civilian service. 

Mr. Gary. Did Dr. T. C. Atkeson, who was formerly with the 
Bureau of Internal Revenue receive that award ? 

Mr. Parsons. Yes, he received the exceptional civilian service 
medal, the gold med: 11, because at that time we did not have the Alex. 
ander Hamilton medal. He would have received it had we had it at 
that time because we all share your feelings about Dr. Atkeson as 
being one of the outstanding public servants. 

Then we have also an outstanding meritorious civilian service award 
which is a silver lapel pin which we give for the unusual service but 
not of the ultimate, for which we give the gold medal. We make a 
number of those awards each year. 

Mr. Canrrep. About what time during the year will you give the 
Alexander Hamiltonaward? Is there any spec ific time ? 

Mr. Parsons. There is no specific time. It is related to unusual at- 
tainments. I can say, for example, since this record will probably 
not be printed until after the fact, that Andrew Overby, one of our 
Assistant Secretaries who is leaving the service, will probably be given 
the Alexander Hamilton award. 


In other words, it is a very appropriate award to give to a person | 


leaving the service as a recognition for fine service rendered. 


Mr. Canrretp. The reason I mentioned this vear is that this is the | 


Alexander Hamilton bicentennial year. 

Mr. Parsons. That is right. 

Mr. Canrrevp. Mr. Gary ‘and I have already participated in observ: 
ances in the British West ‘Indies and in the Virgin Islands and if per 
chance there is to be an award during the year, ‘and I hope that is so, 
I think it would be appropriate certainly cae would be welcomed by 
this committee if an invitation were extended the committee. 

Mr. Parsons. We will see to it that the committee has such an invi- 
tation, sir. We would be delighted to have you with us. I am sure 
we will have one for Andy Overby before he leaves. 

Mr. Gary. Mr. Sieminski. 

Mr. Sremrinsxi. I have no questions. 

Mr. Gary. Mr. James. 


Mr. James. I have no questions. 
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ACQUISITION OF NEW EQUIPMENT 


Mr. Sreep. When you buy new equipment like these machines, do 
you have to declare your old machines surplus and turn them over to 
the surplus disposal unit or do you get to negotiate to trade them in? 

Mr. Parsons. There is authority in the purchase of new equipment 
to trade in old equipment, and this helps us work out a better price on 
the new equipment. 

Mr. Srrep. I was going to say that you might do a better job, get a 
better credit, to trade old: equipment in on a new purchase rather than 
to declare it surplus. 

Mr. Parsons. We do it if it is to our advantage. If they give noth- 
ing on it, we, of course, turn it over to surplus rather then give it 
away. 

Mr. Sreep. That is all. 

Mr. Gary. Are there any further questions? Thank you. 

Mr. Parsons. Thank you, Mr. Chairman. 

Mr. Jounson. Mr. Chairman, with your permission we will take 
Mr. Robbins now, from the Office of Production and Defense Lending. 


OFFICE OF PRODUCTION AND DEFENSE LENDING 
WITNESS 
LAURENCE B. ROBBINS, ASSISTANT SECRETARY OF THE TREASURY 


Mr. Gary. Next we have the Office of Production and Defense Lend- 
ing in connection with which we will insert pages 411, 412, 413, 416, 
417, 418, and the first paragraph on page 419 of the justification. 

(The pages referred to follow :) 


ADMINISTRATIVE EXPENSES, FEDERAL FACILITIES CORPORATION FUND 


inalysis of authorization base for fiscal year 1958 


meealation. authorisation, 1967). S0t....si<<aenncdciminenecndeenn _.. $250, 000 
Supplemental authorization for 1957_ en. Se neers 175, 000 





Dd a’ dee al i 425, 000 








Total authorization, 1957.__.-._-_-- 
Deductions : 
x Synthetic rubber: prpsran——.....-..._.- .-.-s....... Sia, ee 
Tin program-_--_-_--- idle Sangin tigi ab cad esag clea at chag 255, 000 
377, 550 
Additions : 
Regular pay in excess of 52-week base___-_- scateleinicleaaaaalse mane 150 
Contributions to retirement fund_._-.---_-_.--.._-__ 2, 400 
2, 55 
EDGING 120 PREG. «one nin ccie sats nee eed semnebandpinete mln —375, 000 
Authorization base for 1958__......_.._.._._.- chal tals tl Se 50, 000 
merease over authorisation base for 1908 2. .ncic tein ceeciown i mebosnae= 
Authorization estimate fot WG. 0c. oi sndcccncccncuehn nese 50, 000 


Increase or decrease from total authorization, 1957 —375, 000 
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Comparison of authorization base with authorization estimate for 1958 





en 

Authorization base | Authorization esti- | Increase (+-), or 
for 1958 mate for 1958 decrease (—) 

Activity 





Average | Amount Average | Amount | Average Amount 





positions | | positions positio. s 
wits BATS *t 2 it ei a ee ee a ee 
| | 
1. Synthetic rubber program__- 5.0 | $50, 000 5.0 | $50, 000 | done Z 
pha ON ae yee aes all se daiends. saad hacen - ~~ 4 
Otero on 4 ri. ake 5.0 | 50, 000 | 5.0 | 50,000 | | : 
Adjustment in base___- ---} 42.0 | +375,000 |....-..... * —42.0 | —$375, 000 
Total, authorization, 1957, | | 
and authorization estimate | | | 
for 1958_...- 4 47.0 | 425, 000 5.0 | 50, 000 —4?.0 |} 375, 000 


ADMINISTRATIVE EXPENSES, FepERAL FACILITIES CORPORATION 
GENERAL STATEMENT 


Federal Facilities Corporation was created on June 30, 1954, under the pro- 
visions of the Rubber Act of 1948 and Executive Order 10539. The primary pur- 
pose for which the Corporation was formed was to administer the operations of 
the Government-owned synthetic rubber facilities until disposal of the properties 
to private interests was completed, as provided by the Rubber Producing Facili- 
ties Disposal Act. In addition, the Corporation was designated to conduct the 
operation of the Government-owned tin smelter at Texas City, Tex. 


EXPLANATION OF LANGUAGE CHANGES 


No substantive language changes are proposed. The amount of the limitation 
on administrative expenses is reduced from the $425,000 authorized for fiscal 
1957 to $50,000 for fiscal year 1958. 


Analysis of authorization base 


Authorization alloca- 





Net change in 








tion for 1957 | Adjustments in base base increase (+) 
Activity | decrease (—) 
Average | Amount | Redue- | Additions | Average | Amount 
positions | tions | positions 
| 

Synthetic rubber | 19.0 $170,000 | $122, 550 | $2,550 | —17.0| —$120,000 
Wiss eco ahs bad avucuel 28. 0 255,000 | 255, 000 | _.--| —25.0] 255,000 
: of ee vf. con Tees ae ee 
Oana nen eat as deen tae 47.0 425,000 | 377, 250 | 2, 550 | —42.0 | — 375, 000 


| | 
| 


Net change in base 
1. Synthetic rubber program: 
Deductions: Decreased workload 


sa ree Eee . —$122, 550 
Additions: 


Regular pay in excess of 52-week base____-_--.-_-_--_- 150 
Contributions to retirement fund_____-________-____- 2, 400 
Net change in base, program No, 1_~---..-- ------ 120, 000 


2. Tin program: 
Deductions: Termination of production____-_-_-~_- : —255, 000 
Additions: None_- 


Net change in base, program No. 2_-------_-- siento 255, 000 


Total deductions____~- ee a sicnedie tdci 
Total additions pit castle solenianaedgap ecastahiarde ae aieiliston a raekeora achicha Rela soca 2, 550 


Total net change in base__ 
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TREASURY DEPARTMENT 


ministrative expenses, liquidation of Reconstructio Minance Corporation— 
( trat pen liquidation of R truction Finance Corporatior 
Analysis of authorization base for fiscal year 1958 





Gemnlar authorization, 1067 act... 22224. sb2h.e te as $1, 060, 000 
BEOINONCRL RULNOLISACION TOK DWC cnn pan eutn tl timnnkp inning | inp 
eae’ tae rc Cian, TE aah alka ca cid See te tects hanced taal 1, 060, 000 
Reductions: 
1. Administration and liquidation of RFC assets______ $178, 450 
2. Liquidation of Smaller War Plants Corporation__- 3, 425 
3. Liquidation of World War II assets___._.___.__--_~- 10, 325 
Total Pe | ee ee 192, 200 
Additions : 
1. Regular pay in excess of 52-week base_.-____-_-___ 2, 200 
2. Contribution to retirement fund____-_ ~~ eek ore de 45, 000 
IG hint Wc side oak det ek rc a ee 47, 200 
Adjustments in base__~-_- sipsiecakidscudaiilata shaadi aaiemecanndaiaeas anaemia —145, 000 
Authorization base for 1958_- a ea ea i ee 915, 000 
arenes over Guthorimation base for 1908...) wok cc eceee  ceeenas 
Avthorizgntion.. ostiniate- ft 1906s sec reisiti ocmie td 915, 000 
Increase or decrease from total authorization, 1957. ---_____ —145, 000 


Comparison of authorization base with authorization estimate for 1958 


Authorization base Authorization esti- Increase (+), or 
for 1958 mate for 1958 | decrease (—) 
' i 


Activity Dent le ia iia cite Nt Nk ee 


| 
| 


| | | | 
| Average | Amount | Average | Amount Average | Amount 


positions | positions | | positions 
= - | 
Administration and liquidation of | | 
RFC assets 87.0 $855, 000 87.0 | $855,000 
Liavidation of Smaller War Plants 
Corporation 1.0 8, 500 | 1.0 | 8, 500 | 
Liquidation of World War IT assets 5.0 46, 500 | 5.0 | 46, 500 
Distributed to capital accounts : 5, 000 | 5, 000 | ae 
Total 93.0 915, 000 | 93.0 915, 000 | iv 
Adjustment in base +24. 0 +-145, 000 — 24.0 — $145, 000 
Total, authorization, 1957 and 
authorization estimate for } | 
Siena cs 117.0 1, 060, 000 93.0 915, 000 — 24.0 —145, 000 


ADMINISTRATIVE EXPENSES, LIQUIDATION OF RECONSTRUCTION FINANCE 
CORPORATION 


GENERAL STATEMENT 


The duty of completing the liquidation of the Reconstruction Finance Corpora- 
tion is being conducted under the direction of the Secretary of the Treasury in 
accord with the provisions of the RFC Act, as amended, and the RFC Liquidation 
Act. 

The RFC Liquidation Act authorizes the Secretary of the Treasury to incur and 
pay out of RFC funds all administrative expenses necessary to carry out the 
functions vested in him. The act further provides that such expenses shall be 
limited to and charged against amounts made available in appropriations acts 
for applicable administrative expenses. The amount of the limitation requested 
for the administrative expense of liquidating the RFC in fiscal year 1958 is 
$915,000. 
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EXPLANATION OF LANGUAGE CHANGES 


No substantive language changes are proposed. The amount of the limita- 
tion on administrative expenses is reduced from the $1,060,000 authorized for 
fiseal year 1957 to $915,000 for fiscal year 1958. 


Analysis of authorization base 


| Authorization alloca- Net change in 
































tion for 1957 Adjustments in base | base, increase (+) 
decrease (—) 
Activity — ieee 
| | | 
| Average | Amount Reduc- | Additions | Average | Amount 
positions | | tions positions 
S eiiiaiidiniaaidcniacnaciil L_ = | cecal esac eta 
1, Administration and liquidation | | 
of RFC assets..................| 109.5 | $989,000 | 178, 450 44, 450 —22.5 | —$134,000 
2. Liquidation of Smaller War | | 
Plants Corporation A 1.5 | 11, 500 | 3, 425 | 425 —.5 —3, 000 
3. Liquidation of World War II | 
annette... kd af 6.0 | 54,500 | 10,325 2, 325 —1.0 | —8, 000 
4. Distributed to capital accounts_. | amteea | 5, 000 “if value oe 
mao a = . a pscieemeiinennts thinned 
ee saccledtings | 117.0 | 1,060,000 | 192, 200 | 47, 200 —24.0 —145, 000 
i 
Net change in base 
1. Administration and liquidation of RFC assets: 
Deductions: Decreased workload..............------_-_---- $—178, 450 
Additions: 
Regular pay above 52-week base___....----_----------- 2, 050 
Contribution to retirement fund____..-_-------~~- aosaes 42, 
Net change in base, program No. 1_------------------- —134, 000 
2. Liquidation of Smaller War Plants Corporation: 
Deductions: Decreased workload__.....------------------- —3, 425 
Additions: 
Regular pay above 52-week base___...-__-__--_--_--__- 25 
Contribution to retirement fund____-.---.-_.__._------ 400 
Net change in base program No. 2__---- ss ieckiibahas tase eioetd —3, 000 
8. Liquidation of World War II assets: 
Deductions: Decreased workload._......-._.--_--..----.-.- —10, 325 
Additions: 
Regular pay above 52-week base__...-...--.--..--_---_- 125 
Contribution to retirement fund_..._..............-..-. 2, 200 
Net change in base, program No. 3___-..-------------- —8, 000 
4. Distributed to capital accounts: 
Deductions: None. 
Additions: None. 
ret Chanee in base, PIOBUORT GO. Gi okik onc in ncencee cccudee 
SI acs cern il cacao Sain —192, 200 
tne IB TIROMB US eit oie i ies es 47, 200 
Sota hot Chaeige On DAME. Wb oi dk et id bintn —145, 000 


The reduction in the amount of limitation requested is attributable to the 
smaller workload anticipated as the result of progress made in liquidating the 
Corporation’s assets. 

Mr. Gary. This is an authorization to expend corporate funds and 
the authorization for 1957 was $1,485,000; the estimate for 1958, 
$965.000:; a decrease from the 1957 authorization of $520,000. 
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I think, Mr. Robbins, that is the first decrease that we have 
seen during these hearings and it is very gratifying to see at least one 
oceasionally. 

Mr. Rospins. Mr. Chairman, I have been very happy to come up 
here with a decrease in each of the last 3 years. 

Mr. Gary. Yes, I give you credit for that, sir. We will be very 
glad to hear from you at any time, Mr. Robbins. 

Mr. Rozsrns. I have a prepared statement, Mr. Chairman, if I may 
read it. 

Mr. Gary. Yes. 

GENERAL STATEMENT 


Mr. Rossrns. Mr. Chairman and members of the committee, the 
Office of Production and Defense Lending directs the activities which 
became the responsibility of the Secretary of the Treasury under the 
provisions of the RFC Liquidation Act. These activities are (1) 
liquidation of the Reconstruction Finance Corporation, (2) admini- 
stration of Federal Facilities Corporation, and (3) administration of 
the lending programs conducted under title IIl of the Defense Pro- 
duction Act and section 409 of the Federal Civil Defense Act. 

The activities managed by the Office of Production and Defense 
Lending do not require annual appropriations since they are financed 
from income or from funds previously made available. However, 
these activities are covered by the Government Corporations Control 
Act, and are subject to annual limitations on the amount of available 
funds to be used for administrative expenses. 


RECONSTRUCTION FINANCE CORPORATION 


The program for the liquidation of RFC dates from September 28, 
1953, at which time the Corporation’s lending authority was termi- 
nated. On that date, the Corporation had loans, securities, and com- 
mitments which amounted to $592 million. That figure does not in- 
clude commitments for deferred participation in loans made by banks, 
nor the loans, mortgages, and commitments transferred to other Gov- 
ernment agencies for liquidation under Reorganization Plan No. 2 
of 1954. 

In our budget estimates it was anticipated that less than 10 per- 
cent of that $592 million portfolio will remain to be liquidated at the 
close of the current fiscal year. To achieve the fullest recovery from 
this remaining portfolio will require a considerable period of time 
but the volume will not warrant continuance of our present type of 
organization. Therefore, we have been developing a reorganization 
plan under which the remaining RFC assets will be transferred to 
other Government agencies administering continuing programs with 
similar assets. The administrative expense budget for the liquidation 
of RFC assets in 1958 was prepared with this plan in mind. Develop- 
ment of the final details will soon be accomplished, and the complete 
outline of the plan will then be furnished to this committee. 

We are requesting that a limitation of $915,000 be authorized for 
the administrative expenses of liquidating RFC’s assets in fiscal year 
1958. Under the proposed plan, the total amount authorized for 
administrative expenses will be divided among the agencies to which 
RFC assets are transferred in proportion to workload, 
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FEDERAL FACILITIES CORPORATION 


The primary purpose for which the Federal Facilities Corporation 
was created was to administer the operations of the Government-owned 
synthetic rubber facilities pending disposal of the properties under 
the Rubber Producing Facilities Disposal Act. The Commission 
created by this act successfully disposed of all but one of the rubber- 
producing facilities, In September 1956, the Commission was termi- 
nated and, as authorized by the act, the President issued Executive 
Order 10678 which named the Corporation as the successor agency 
for the purpose of administering the contracts entered into by the 
Commission. 

In addition to the synthetic-rubber program the Corporation has 
been conducting the operation of the Government-owned tin smelter 
in Texas City, Tex. This operation by the Government will terminate 
on January 31, 1957, as provided by the joint resolution approved 
June 22, 1956. "This same law authorized and directed the C orpora- 
tion to take steps to sell or lease the tin-producing facilities, I am 
very happy to be able to tell you that our efforts to sell these facilities 
have been successful, An agreement has been signed under which the 
facilities will be purchased by the Wah Chang Corp. It is anticipated 
that transfer of title will take place on February 1, 1957, and the 
Government will have finally withdrawn from the tin-smelting busi- 
ness which it started in 1942. 

Parenthetically, the date of actual transfer will probably be delayed 
a little but it should be before February 15. 

Our request for an administrative expense limitation of $50,000 for 
RFC in 1958 does not include any costs for the tin program. It will 
be necessary, however, to provide for the expenses of the small staff 
required to carry out ‘the functions assigned to FFC as successor to 
the Rubber Producing Facilities Disposal Commission. These fune- 
tions consist of (1) administration of the national security clauses 
contained in the sale contracts for the synthetic rubber plants, (2) 
servicing of the purchase money mortgages acquired in the disposal 
of the synthetic rubber plants, and (3) administration of the lease on 
the alcohol butadiene plant at Louisv iNe, Ky. 

With the tin smelter disposed of, the volume of work remaining in 
the synthetic rubber program does: not justify continuation of the 
Corpor ation. It will be proposed, therefore, that the residual func- 
tions involved in the synthetic rubber program and the authorization 
for their administrative costs be transferred from FFC to the General 
Services Administration. 


LENDING ACTIVITY 


The limitations on the administrative expenses of RFC and FFC 
are the only two items included in the budgets you are now consider- 
ing. However, the Office of Production and Defense Lending does 
have two other activities. 

The first is the lending program conducted under title IIT of the 
Defense Production Act. This program, including administrative 
expenses, is financed either from the program’s income or through 
allocations of borrowing authority. Applications for loans are con- 
sidered only upon certification of essentiality by the Office of Defense 
Mobilization. 
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On December 31, 1956, there were outstanding under this program 
51 loans amounting to $178,562 000. In addition there was $26,106,- 
000 in undisbursed commitments, of which $19,541,000 represented 
commitments to participate on a deferred basis in loans made by 
banks. 

During the past fiscal year, 8 loans amounting to $14, 300,000 were 
author ized under this program ; bank participation in 5 of these loans 
totaled $1,400,000. The Government’s share of the authorizations 
amounted to $12,900,000, and of this $9,450,000 was on a deferred basis. 
All of the eight loans authorized in fiscal 1956 were for the purpose of 
aiding in the reconstuction and replacement of national defense facili- 
ties damaged or destroyed in the New England flood which occurred 
in August 1955. 

Whenever possible, the loans and commitments outstanding under 
this program are disposed of to private financial institutions and 
investors. 

The authority to make loans under the Defense Production Act ex- 
tends until June 30, 1958, and the Defense Lending Division will con- 
tinue to act upon ‘all applications for loans which are certified as 
being for essential defense purposes by the Office of Defense Mobiliza- 
tion. 

The other activity is the lending program authorized under section 
409 of the Federal Civil Defense Act. So far as new loan activity is 
concerned, the program is a dormant one. In line with the recom- 
mendations of this committee, no applications for loans have been ac- 
cepted since the start of fiscal year 1956, and our budget makes no 
provision for any new loan activity in 1957 or 1958. 

Last June 30, we had outstanding 4 direct civil defense loans amount- 
ing to $1,963,000, and commitments for deferred participations in 4 
bank loans which totalled $2,820,000. About 2 months ago, we were 
able to dispose of the largest of the 4 direct loans through refinancing 
by a caintate lender. However, the other loans are likely to require 
much more seasoning before they will become attractive for private 
refinancing. 

That is the end of the prepared statement, Mr. Chairman. I will be 
glad to try to answer questions. 


SALE OF TIN SMELTER 


Mr. Gary. What sort of deal were you able to make with reference 
to the tin smelter ? 

Mr. Rogpins. I was very pessimistic about being able to make any 
deal at all. I thought it was almost an impossibility. We worked 
very hard over it. We ran an advertisement, of course. We made up 
a list of some 450 different companies that might have an interest in 
the plant for treatment of metals or for any other purpose. We had 
brochures prepared and mailed them out. We followed them up by 
letter and by personal contact and finally it boiled down to two pro- 
posals. One of those proposals was withdrawn before the negotiating 
period was over. ‘The other was from this Wah Chang Corp. which 
is a very blanadiaitiine successful company engaged in ‘the treatment 
of metals, especially tungsten. They pi ‘obably. are the biggest op- 
erators in tungsten in the United States. The sale to them was made 
on the basis of a fixed price of $1,350,000 payable over 10 years and in 
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addition to that there is an agreement to make payments based on pro- 
duction over certain minimum figures up to an additional $2 million, 
The company has stated to us that they expect to spend at least a mil- 
lion and three-quarters dollars in adapting the plant to other purposes 
and they fully expect that after the transition period is over which 
will take a little while they will reach production figures which will 
in due course return to the Government that additional $2 million, 
There is no time limit on that. I mean from now on forever, any 
year that they produce more than their minimum figures they w ill awe 
the Government so much money. 

I think it is a very advantageous sale for several reasons. First, 
because I think we were very fortunate to find a buyer at any price, 
I think the price that we got is a very satisfactory price. It w "ul keep 
the plant in operation in Texas and provide employment. which is 
a matter of consider abl ‘stint locally. It will assure almost un- 
doubtedly the production of some tin as well as other products. Their 
ieentrnd is to produce tin, tin alloys and tungsten products. 

Mr. Gary. We est: ablished that plant because of the need for tin 
Pe World War II when our supply was shut off. 

Mr. Ronsrns. When the E uropean smelters were practically out of 
business or threatened with being out of business. 

Mr. Gary. We had to have tin and we established this smelter to 
provide it. 

Mr. Rorsrns. Yes, sir. 


COST OF TIN SMELTER TO GOVERN MENT 


Mr. Gary. Have you any idea how much it cost us? 

Mr. Rozstns. Yes. The smelter was constructed first and then later 
a waste acid plant. Acid was used in the treatment of Bolivian tin 
ores and the waste acid had to be disposed of somehow. Therefore, 
the plant was built for the purpose of reclaiming that acid. Altogether 
the smelter and the acid plant cost about $13 million and the depreciated 
book value at the present time is a little less than $5 million. 

Mr. Gary. How much did it cost us to operate it? 

Mr. Roxsins. Well, it is a very difficult question. The GSA has 
taken the tin from the smelter at cost except for theoretical interest 
on the money involved in the plant so that, from the standpoint of 
the Federal Facilities Corporation and before that the RFC, it came 
out even. Exactly how much it cost GSA over what they would have 
had to pay on the market is something that I do not think you could 
get at, actually. It was perhaps 2 or 3 cents a pound more than the 
market price over recent years 

Mr. Gary. If there had been a market. You could not get it as I 
understand it. You could not buy it during the time they were manu- 
facturing. 

Mr. Ropers. Well, they are making tin right now. 

Mr. Gary. I know that. 

Mr. Rossrns. You mean at the time it was built ? 

Mr. Gary. Yes. 

Mr. Roxprns. I am only speaking of recent years when there has 
been a free market in tin and tin metal has been imported by industry. 

Mr. Gary. Isthere any recs apture clause in the contract ? 

Mr. Rossrns. No, sir. There is no recapture clause and no national 
security clause. That was not required in the act. 
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Mr. Gary. Suppose the company that purchased it takes it over and 
then. does not operate it ¢ 

Mr. Rossrns. There is no commitment to operate it. There is an 
expressed intention but it is not a binding commitment. 

Mr. Gary. They would still be liable for the purchase price. 

Mr. Roseins. Oh, yes. I might say also that if they are going to 
spend something of the order of $2 million or nearly that of their 
good money to recondition the plant, I think the chances of their 
closing it down are very remote. 


PROPOSED REORGANIZATION PLAN 


Mr. Gary. Have you obtained the approval or endorsement of the 
agencies which will be involved in th redistribution of the RFC and 
FFC functions? 

Mr. Ropsrns. We. have informally, Mr. Chairman, but there are a 
great many details to be worked out which are being worked on now. 

Mr. Gary. Do you have any agreement as to how much of the 
authorized funds recommended in this budget each agency will get? 

Mr. Rogsins. No, sir.. That has not been arrived at. 

Mr. Gary. Can you tell us what agencies are involved ¢ 

Mr. Rossrns. This is a roundabout way to answer your question, 
perhaps, but the outline of this reorganization plan was developed 
several months ago and the budget was based on it. There are a great 
many phases of it and a great many details which have not been 
worked out. There are legal questions, accounting questions, adminis- 
trative questions which do not affect the budget as a whole but may 
affect to some extent the distribution; and, rather than make any 
premature statements for the record, if it is agreeable to you, I should 
like, if the committee would like to go into more detail, to answer off 
the record, may I? 

Mr. Gary. Yes. 

(Discussion off the record. ) 


RFC LOSSES 


Mr. Gary. What is the amount of the loans that we are finally going 
tohave to charge off on RFC? 

Mr. Rozerns. You mean of the loans outstanding ? 

Mr. Gary. Yes. 

Mr. Rossrxs. There have been many charged-off loans in the past— 
and presumably some of those remaining will also be charged off. 

Mr. Gary. What has been charged off ? 

Mr. Roserns. I do not have those figures and would probably have 
to guess at it. Would you know, Mr. Graham ¢ 

Mr. Granam. I donot recall, sir. 

Mr. Rossins. We can develop that information, if you like. 

(The information referred to follows :) 


LOANS CHARGED OFF 


In determining whether a loss has been suffered with respect to a particular 
loan, the RFC has always taken into consideration the results of the disposal of 
collateral acquired in connection with foreclosure. On this basis, losses with re- 


spect to a particular loan are ascertainable only after disposition of all acquired 
collateral. 
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The RFC experienced no losses on the amounts it disbursed on FHA-insured 
and VA-guaranteed mortgages, on loans to foreign governments, or on loans to 
other United States Government agencies. In its other types of lending, the Corpo- 
ration disbursed a total of $9.4 billion to December 31, 1956. After giving effect to 
income and profits from properties and securities acquired in liquidation of loan 
indebtedness, there is applicable to the $9.4 billion disbursed a net loss from loans, 
interest, and other receivables charged off of $102 million. 


REMAINING RFC LOANS 


Mr. Gary. What type of loans remain in the RFC portfolio at the 
present time ? 
LONE STAR STEEL CO. 


Mr. Rossrns. Well, the largest loan we have is a loan to the Lone 
Star Steel Co. of Texas. We have two loans to that company. One is 
an RFC loan and one is a defense production loan. The RFC portion 
of that loan has now been paid down to $22 million. The defense pro- 
duction portion of the loan is a little over $40 million. That is a per- 
fectly good loan. The company is doing extremely well, making a 
great deal of money, and I worked very hard for months and months 
on trying to get the loan refinanced and it was well on the way until 
money got so tight that it just had to be delayed. That is the largest 
loan in RFC. 


GREEN RIVER STEEL CORP. 


We have a loan to another steel company that is not as good, the 
Green River Steel Corp. in Kentucky. Again this is one that has two 
loans. The RFC portion of that loan is about $314 million and the 
defense production part is $5 million. It has all been merged now in 
defense production so that that $314 million has come out of the RFC 
portfolio technically. It still has to be liquidated and a reorganiza- 
tion plan is before the court now and I hope that there will be worked 
out something that over a period of time will liquidate that loan. 


TEXAS CONSOLIDATED OIL CO. 


The next largest loan is, I think, the one that was formerly known 
as Texmass Petroleum Co., of which you may have heard. It is now 
the Texas Consolidated Oil Co., but it was formerly known as Tex- 
mass, the reason for the “mass” being that two of the insurance com- 
panies in Massachusetts were partners in effect and participated in 
the financing of this thing as well as a great many investors there. 


The balance of that is somewhere around $8 million now, I believe, | 


and it is very slow and very doubtful. It is gradually working down. 
They have some production but there will “be an ultimate loss and 
there is not anything that we can do about it. 


BALTIMORE & OHIO RAILROAD BONDS 


Mr. Gary. What about the B. & O. Railroad bonds? 

Mr. Rogsrns. The B. & O. bonds were sold. We have no more of 
that. 

Mr. Gary. Were they sold at a loss? 

Mr. Rosstns. They were sold so that if you measured the loss by 
the difference between the par and the amount received in principal 


a I NE AN TORT TN TET 


eT TERT 


there was a loss of $3 million on the final $65 million; but over the | 


whole history of the B. & O. financing, including interest received on 
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the loans, I have forgotten the figure, but there was some $20 million 


or $30 million more taken in than paid out, so that on the whole there 
was no loss on it. 
LUSTRON CORP. 


Mr. Gary. What about the prefabricated housing loan, Lustron ? 

Mr. Rossrns. That was charged off long before I came into the pic- 
ture. That wasavery bad loan. I think there was a loss of about $30 
million on it. 


PRESENTLY DELINQUENT LOANS 


Mr. Gary. How much of the remaining portfolio is delinquent at 
the present time ? 

Mr. Rossrns. I do not have the figures to answer that question ex- 
actly, but I should say that perhaps as much as two-thirds of it is in 
the category of problem loans. I do not think they are all technically 
delinquent, but they are all workout situations. We are getting down 
toward the bottom of the barrel and this is what is necessarily there. 

Mr. Gary. How will the Office of Production and Defense Lending 
be financed after the reorganization plan becomes effective ? 

Mr. Rossrns. May I answer that off the record, Mr. Chairman? 

Mr. Gary. Yes. 

(Discussion off the record. ) 


ADMINISTRATIVE EXPENSES, DEFENSE PRODUCTION LOANS 


Mr. Gary. Will you insert in the record the pertinent statute per- 
mitting the financing of administrative expenses of defense produc- 
tion loans from program receipts for allocations of borrowing 
authority ? 

Mr. Rossrns. Yes, sir; I will be glad to. 

(The information referred to follows :) 


ADMINISTRATIVE EXPENSES, DEFENSE PRODUCTION Act LOANS 


Under section 304 (b) of the Defense Production Act of 1950 designated agen- 
cies are authorized with Presidential approval to incur obligations of $2.1 billion 
on a probable ultimate net cost basis for the purpose of making loans and 
procuring critical materials in furtherance of the defense effort. 

Provision for the administration by the Secretary of the Treasury of certain 
loan and loan guaranty functions under the Defense Production Act of 1950, as 
amended, is made in Executive Order 10489, issued September 26, 1953. 


BACKGROUND AND OWNERSHIP OF WAH CHANG CORP. 


Mr. Canrietp. Mr. Robbins, having reference to this Texas City tin 
smelter sale, who are some of the personalities making up the Wah 
Chang Corp. purchasing the smelter ? 

Mr. Rogstns. Well, the dominating personality is a man named K. 
C. Li. He is a nationalized American of Chinese extraction. He is 
probably the principal owner of Wah Chang Corp. and all of its 
subsidiaries. 

Mr. Canrretp. He lives where? 

Mr. Rosptns. He lives in New York. 

Mr. Canrtetp. What is his business background ? 

Mr. Rogprns. Well, his business background is mainly tungsten. 
This corporation is probably the biggest factor in the tungsten busi- 
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ness in the United States and they have a refinery on Long Island, 
and through the company and its subsidiaries they have mines and 
other activities in various other parts of the country. He has been at 
different times a consultant.and adviser here in W ashington to the 
Government on metal problems of various kinds. 

Mr. Canrtevp. He is probably a Chinese who has been schooled in 
the United States. 

Mr. Rosstns. Well, I think so. He was naturalized a good many 
years ago and I think that he was educated in this country. I am not 
100- percent sure. I might add to that that during the war he was ac- 
tive in furnishing for the Government or securing for the Government 
a good many of the strategic metals that were needed. He is very well 
known all through the smelting ¢ and mining industries. 

Mr. Canrreip. You say he has been a consultant to the Defense 
Establishment ? 


Mr. Roperns. Well, I cannot say exactly. I know that he was a con.- | 


sultant and adviser in the Government in some way during the war. 
Mr. Granam. I do not know where he was but I recall from my em- 
ployment with the War Production Board that they were one of the 
principal suppliers of strategic materials and some of the rare metals 
that were used in alloys. I seem to recall that the corporation had a 
detinning plant to recover tin from tin cans. 
Mr. Rosprns I believe so. 


WRITEOFF OF RFC LOANS 


Mr. Canrtetp. Mr. Robbins, you say that down through the years 
you have been writing off these RFC loans. When you write off a loan 
does that mean ad infinitum? What do you mean when you say you 
write off an RFC loan ? 

Mr. Rossrns. I said that down through the years there have been 
loans written off. There were many written off before this liquida- 
tion program started. I think those written off since have been in 
total volume perhaps not too important, but the writeoff occurs when 
every possibility of collecting the loan has been exhausted, when a com- 
pany, for example, has gone through bankruptcy, the Government has 
foreclosed on the assets which are mortgaged to secure the loan, has sold 
the assets to the best advantage possible, has collected whatever can 
be collected from the guarantors if there are any and has just ex- 
hausted everything there is and the balance is a loss and it must be 
written off. 

Mr. Canrrevp. Your presentation today indicates that in your 
lending activity you came to the rescue of some our national defense 
facilities when they were damaged or destroyed in the New England 
flood of 1955. Did that also reach down into some of the other States! 
Did that not include New York and New Jersey and Pennsylvania! 

Mr. Roseins. There were floods there but I think all the loans that 
were made were in New England. I have a list of them. I am sorry. 
There was 1 in New York and 1 in Pennsylvania. The others were all 
in Connecticut. 

Mr. CanFtetp. Do I understand that your presentation today in- 
cludes a continued projection of this tvpe of loaning activity in 1958! 

Mr. Rossrns. Under the Defense Production Act? 

Mr. Canrrexp. Yes. 
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Mr. Rogpins. Well, the lending authority under the Defense Pro- 
duction Act has not been terminated and applications can be filed un- 
der that authority. 

Mr. Canrrevp. In other words, if there were similar disasters to- 
day, applications could be made for alleviation. 

Mr. Dien They could be made under those conditions or un- 
der any conditions, if the purpose of the loan is certified as essential 
to the mobilization program by the Office of Defense Mobilization. 
That is a requirement in all of them and was even in these so-called 
flood loans. 

Mr. Canrrecb. Thank you. 

Mr. Rosprns. Mr. Chairman, may I just make one comment apropos 
of Mr. Canfield’s last question ¢ 

Mr. Gary. Yes, sir. 

Mr. Rossrns. I should like to point this out: That when the re- 
organization plan has been made effective there will be in the Treasury 
Department still something in the neighborhood of $300 million in 
loans and securities to be serviced, to have administrative deci isions, 
decisions with respect to litigation, and negotiations for refinancing. 

Mr. Canrtecp. Along that line, Mr. Robbins, who in Treasury now 
services and handles the old lend-lease program, the programs that 
were developed in World War IT? 

Mr. Jounson. The Bureau of Accounts, Mr. Canfield, handles the 
accounts and does the billing with respect to those transactions, 

Mr. Canrievp. That is all, sir. 

Mr. Gary. Mr. Sieminski. 

Mr. Sreminsk1. I have no questions, Mr. Chairman. 

Mr. Gary. Mr. James. 


LOANS TO KASSER INTERESTS 


Mr. James. I have one question. 

Have the various loans to the Kaiser interests been liquidated ? 

Mr. Rospins. Yes, they have paid all their loans with interest in 
full. A few months ago there was a refinancing of the whole Kaiser 
empire which involved the sale of some securities and bank loans and 
a general resetting of their corporate structure and with proceeds 
of that the last remaining obligation of Kaiser was paid. 

Mr. James. So that the Government came out with a whole skin. 

Mr. Rossrns. Yes. 

Mr. Steep. Mr. Robbins, I do not have any question but I have had 
occasion during the past year to know something of some of your 
activities in connection with a loan that involved an industry in my 
hometown. I have wanted to congratulate you on that fine job. you 
did because the matter was worked out and the industry today is in 
new hands. They are increasing the number of employees that are 
working there and we are very appreciative in my area for the thought- 
ful and. helpful consideration you gave the matter. That was in con- 
nection with the Jonco Aircraft Co. 

Mr. Rossins. I thought you were referring to that. I appreciate 
your kind words very much. 

Mr. Sreep. I had occasion to know about it. Among those who 
came to you to discuss it was my son who is an attorney for the Jonco 
corporation. 

87824578 
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Mr. Rossrns. We have made a great effort in this liquidation pro- 
gram to consider the local interests and try to do a constructive job, 


It can be done one w ay or another and we have tried to find a way | 


to work it out. 


Mr. Streep. The difficulties they faced required a great. deal of help | 


and understanding on your part and, knowing the manner in which 


you helped them there, Iw anted to tell you publicly that I personally | 


appreciate the help you did give in that connection. 

Mr. Rogers. Thank you very much. 

Mr. Steep. From that I can gather that you have had some rather 
difficult problems to contend with in these other matters. 

Mr. Rogserns. We have had a great many. 


PURPOSE OF PROPOSED REORGANIZATION 


nes 


Mr. Gary. Mr. Robbins, what is the purpose of this reorganization | 


plan that you have? 


Mr. Rossis. The purpose of the reorganization plan is to save the 


cost of the overhead of the remaining liquidation and to permit the 


dissolution in due course of the RFC ‘and the Federal Facilities Cor- 
poration. 


Mr. Gary. Are there any further questions? 


Thank you, gentlemen. That will conclude the hearings for this 
afternoon. 


We will meet tomorrow morning at 10 o’clock at which time we 
will consider the estimates of the Internal Revenue Service. 


TuEspAy, J ANUARY 29, 1957. 
INTERNAL REVENUE SERVICE 
WITNESSES 


RUSSELL C. HARRINGTON, COMMISSIONER 
0. GORDON DELK, DEPUTY COMMISSIONER 


CLIFFORD W. STOWE, ASSISTANT COMMISSIONER (OPERATIONS) | 
GRAY W. HUME, FISCAL MANAGEMENT OFFICER 


Program and financing 





Program by activities: 
1. Rulings, technical planning, and special technical | 
services ‘ | $4, 359, 789 $4, 860, 745 | $5, 497, 972 


2. Collection of revenue.. ‘3 : ea } 125,590,537 | 127,809,790 | 140, 262, 209 
3. Audit of tax returns ..-| 106,185,455 | 107,396,118 115, 588,68 
4. Tax fraud and special investigations__. | 15, 154, 234 | 15, 753, 3453 16, 715, 776 
5. Alcohol and tobacco tax regulatory work ‘ |} 23,035,279 | 23,343, 268 24, 650, 157 
6. Taxpayer conferences and appeals- " 9, 782, 470 10, 117, 210 10, 758, 990 
7. Legal services 6, 705, 207 | 7, 212, 284 | 7, 699, 868 
8. Inspection ‘ 3, 899, 350 4, 123, 242 4, 364, 197 
9. Statistical reporting 1, 904, 455 | 1, 789, 947 | 2, 198, 886 
10. Executive direction..........-- 3, 244, 074 3, 344, 043 3, 763, 287 
Total obligations : ; 5 299, 860,850 | 305, 750, 000 331, 500, 000 
Financing | 
Unobligated balance no longer available : 289, 150 
Appropriation.........._. : . 300, 150,000 | 305, 750,000 331, 500, 000 





| | J 
| 1956 actual | 1957 estimate | 1958 estimate J 
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Total number of permanent positions -___-- 
Full-time equivalent of all other positions. .- 
‘Average number of all employees-___..-_- 
Number of employees at end of year- .-_- 


Average salaries and grades: 
General schedule grades: 
Average salary...__- 
Average grade 


Personal services: 
Permanent ee ale al ace ‘ 
Positions other than permanent 
Regular pay above 52-week base... 
Payment above basic rates____-__- : 


01 


Total personal services.............- 
OU ae 
Transportation of things 
Communication services 
Rents and utility services_.......__- 
Printing and reproduction..__......_. 
Other contractual services... __- 
Supplies and materials-___ 
Equipment_ __- sacoain chi = 
Grants, subsidies, and contributions: 
Contribution to retirement fund. 
Refunds, awards, and indemnities_ 
Taxes and assessments _- 
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Budget authorizations, 


BUDGET 


Appropriation 
Obligated balance brought forward . 
Restored from certified claims account .. 


AUTHORIZATIONS AVAILABLE 


Total budget authorizations available____ 


EXPENDITURES AND BALANCES 


Expenditures 
Out of current authorizations 
Out of prior authorizations. -_- 


Total expenditures ; 
Balance no longer available: 
Unobligated (expiring for obligation) 
Other . 
Obligated balance carried forward 


Total expenditures and balances 


Obligations by objects 


| 
1957 estimate | 1958 estimate 


1956 actual 


53, 202 52, 571 53, 833 
1, 344 1, 592 1, 532 
52, 682 53, 185 54, 219 
50, 682 | 51, 650 | 52, 700 
$5, 106 $5, 180 $5, 207 
. GS-6.7 


GS8-6.7 











$260, 505, 341 | $266, 224,346 | $273, 030, 193 
3, 978, 012 4, 787, 449 4, 597, 449 
907,659 |...” 1, 072, 170 
1,072, 009 1, 199, 636 1, 199, 636 
266, 553,021 | 272,211,431 | 279, 899, 448 
7,148,850 | 8,269,860 | _—«8, 273, 940 
1, 613, 410 1, 740, 048 1, 741, 048 


6, 077, 671 6, 095, 047 6, 149, 920 


1, 973, 259 1, 765, 440 1, 375, 147 
7, 044, 698 7, 038, 759 8, 061, 759 


3, 677, 102 
3, 014, 814 
2, 040, 284 


2, 836, 009 
3, 180, 605 
1, 954, 838 


2, 836, 009 
3, 243, 585 
2, 377, 039 








abet | 16, 884, 142 
585, 112 510, 000 510, 000 
| 132, 620 | 147, 963 | 147, 963 


—— _— - —— 


299, 860,850 | 305, 750, 000 


331, 500, 000 





expenditures and balances 


| | 
| 1956 actual | 1957 estimate | 1958 estimate 


| 
$300, 150, 000 


$305, 750, 000 $331, 500, 000 
19, 070, 417 | 14, 930, 334 16, 060, 000 


150, 000 


830, 334 


319, 220, 417 560, 000 


347, 


284, 986, 844 289, 890, 000 316, 500, 000 
} 18,890,618 | 14, 880, 334 14, 150, 000 
303, 877,462 | 304, 770, 334 330, 650, 000 


289, 150 
123, 471 
14, 930, 334 


: "16, 


“16, 060, 000 910, 000 


319, 220, 417 320, 830, 334 347, 560, 000 


Mr. Gary. The committee will come to order. 
We will consider this morning the request of the Internal Revenue 


Service. 
SUMMARY 


JUSTIFICATION 


DATA 


At this point in the record we will insert pages 170, 171, 172, 173, 
174, 175, 176, 177, 178, 179, and 180 of the justifications. 
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(The matter above referred to is as follows :) 




















SALARIES AND EXPENSES, INTERNAL REVENUE SERVICE as 
Analysis of appropriation base for fiscal year 1958 

DUO CIONE Ie OC a doi thsi woe nenconwanquedinemnti $305, 000, 000 

Supplemental appropriation for 1957._._---_--___--------- nei Miscnitis 750, 000 
ORR GATOR PIBUOR TOOT oii ick nice dbl cece oe 305, 750, 000 | 1K 

E 

: 2. C 
Reductions: 3. A 
Activity No. 1, rulings, technical planning, and special tech- 4. T 

RY RN erase coterie increta ei ealiajas  LaALiaS athe se : A 
Activity No. 2, collection of revenue._..............-~....... 787, 567 i 
AStTIVICD Bids GS, GUS) SE TAX POLITE. nnn ccniens smn aitasasod 430, 387 6. T 
Activity No. 4, tax fraud and special investigations____...___-~~ 70, 407 7.1 
Activity No. 5, alcohol and tobacco tax regulatory work__---~-_- 242, 348 8. Ir 
Activity No. 6, taxpayer conferences and appeals_____-----~- 35, 463 . E 
DARIVILS TAG Ce GR enced eden rdw. 1, 900 | 
ee a a 0  occcesenas en aca eeiglipeamraneaynehs -veewsoree> eee 46 
Metivity Sies S,. StRMNENeR) TOOTING 6. ow incendie basacJeGae wv 
Abtivity No. ID, HimGlGtive GirecGen. 6c. ncn nnn cannes See 

PI sac arin es cs eeorssves Sobecains ts sis. od a ooh dea ak gaan acta apes os a EE 1, 568, 067 

Additions: 
Activity No. 1, rulings, technical planning, and special tech- 

SE TOD TRI hci rr Ser ee re os 302, 263 T 
Activity No. 2, collection of revenue____..._.-._..._______-_ 6, 907, 871 and 
Activity No. 3, audit of tax returns___________-_-___- Scenes 6, 810, 353 law 
Activity No. 4, tax fraud and special investigations__________ 1, 024, 807 and 
Activity No. 5, alcohol and tobacco tax regulatory work ___-__ 1, 428, 731 star 
Activity No. 6, taxpayer conferences and appeals______-_-_~- ; 662, 747 tax: 
a 5 hh IT I i sis cicscticernc cicada caeiitn vain 483, 459 Ale 
ee ee, ca ie hic See estan ee etm 240, 723 and 
Activity No. 9, statistical reporting__....._.._..-__-_- ite zs 98, 812 T 
Activity No. 10, Hxeeutive direction...................-..- ‘ 167, 795 tur! 

——_—_—___—— ins] 

BE ea ee actin a ws rise nasa (pale Siataaatas 18, 127, 561 app 

—_— foll 
See Ti BORG LWOE) cain cn canta Abie abnakeiee +16, 559, 494 esti 
— unit 
I UIA TUNIS OM I sis ges op ws cn wes nde a nic cmon eacemcnonnis 322, 309, 494 
Increase over appropriation base for 1958___.____-______-_._____- 9,190,506 F 
Appropriation estimate for 1958___--_---_----------------. 331, 500, 000 § 
Increase or decrease from total appropriation 1957______ ag 25, 750, 000 
Add 
me 
Tax] 
Volu 
: 
: 
iT 
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Comparison of appropriation base with appropriation estimate for 1958 


| 


; 
| Appropriation base | Appropriation esti- Increase (+), or 








| for 1958 mate for 1958 decrease (—) 
Activity mh eg es ae, eee od 
! | | | } 
Average | Amount | Average | Amount | Average | Amount 
positions | positions positions 
1. Rulings, technical planning, | 
and special technical services 656.9 | $5, 163, 008 | 693.9 | $5, 497, 972 37.0 $334, 964 
2. Collection of revenue ‘ 25, 104.5 |133, 930, 094 | 26, 563. 2 '140, 262,209 | 1, 458.7 6, 332, 115 
3. Audit of tax returns ~ -| 17, 206.3 |113, 776, 084 | 17,495. 2 |115, 588, 658 | 288. 9 1, 812, 574 
4, Tax fraud and special investiga- | | | | 
tions. - - ; ---| 2,188.1 | 16,707,753 | 2,188.1 | 16,715,776 |_......... 8, 023 
5. Alcohol and tobacco tax regula- | 
tory work ; 3, 555.7 | 24, 529, 656 3, 565.7 | 24,660, 157 |.........- 120, 501 
6. Taxpayer conferences and ap- | } 
I etiiiiet aces 1,326.1 | 10,744,494 | 1,326.1 | 10,758,990 |........-. 14, 496 
7. Legal services “eo . 1, 039. 6 7,693,843 | 1,039.6; 7,690,868 |_.......-- 6, 025 
§. Inspection — ‘\ 529.5 | 4,363, 965 529. 5 4, 364, 197 <e. 232 
9, Statistical reporting -- 325.2 | 1,888,759 | 397.2 | 2,198, 886 72.0 310, 127 
0. Executive direction bua iitt 430. 8 3, 511, 838 | 430.8 | 3,763, 287 }----<<-4-- 251, 449 
Total enna nade 52, 362. 7 309, 309, 494 | 54,219.3 331,500,000 | 1,856.6 9. 190, 506 
<djustment in base (net) = | -++-822.0 |—16,550,494 | __ 822.0 |+16, 559, 494 
Total, appropriation 1957, and | 
appropriation estimate for | | 
1958 Sbbueddeasdébstn« | 53, 184.7 |305, 750,000 | 54, 219.3 331, 500,000 1,034.6 | 25,750,000 
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GENERAL STATEMENT 


The Internal Revenue Service is responsible for determination, assessment, 
and collection of all internal-revenue taxes; enforcement of internal-revenue 
laws, refunding or crediting of any overpayment of tax or erroneous collection ; 
and preparation and distribution of tax instructions, regulations, forms, and 
stamps. It is also charged with certain duties under statutes that do not impose 
taxes, but which are directly related to internal revenue, such as the Federal 
Alcohol Administration Act, as amended, the Liquor Enforcement Act of 1936, 
and the Federal Firearms Act. 

The work of the Service is measured primarily in terms of number of tax re- 
turns, refunds, or credits processed; in number of audits, investigations, and 
inspections made; in number of delinquent accounts closed; in number of tax 
appeal cases disposed of; and other such items which require work effort. The 
following table indicates the results of operations in fiscal 1956, as well as 
estimates for fiscal years 1957 and 1958, for some of the more significant work 
units. 


Work volume and accomplishments 





1956 1957 1958 
Key items ; oe 
Estimated Estimated | Now esti- | Now esti- 
a@ year ago Actual ayeirago | mated mated 
Additiona) tax resulting from enforce- | In millions 
ment ae $1,413 what $1, 480 $1, 513 
Taxpayer delinquent accounts collected : 825 dbsdds cuca de REO 850 
Volume in pieces, cases, etc.: In thousands 
Tax returns filed 90, 300 90, 288 91, 300 91, 750 92, 550 
Income-tax computations and veri- } 
fications. __. : 61,500 | 56, 468 61, 600 59, 478 59, 678 
Refunds and credits scheduled 34, 500 34, 668 39, 900 36, 325 37, 425 
Taxpayer delinquent accounts closed 2, 200 2, 360 2, 200 2, 500 2, 500 
Delinquency and other investiga- 
tions closed. = aie ‘ 1, 100 1, 073 1, 100 1, 242 1, 242 
Examined income, estate, and gift 
tax returns disposed of______.. __.. 2,115 2, 191 2, 140 2, 266 2, 382 
Appellate cases disposals 18. 5 18,7 19.5 19.8 20. 2 
Arrests for violation of internal reve- 
nue liquor laws 11.0 1.4 11.8 11.8 12.3 
Fraud investigation cases completed 27.7 28. 6 28.9 29. 5 30.0 


: Includes 5 million refund claims anticipated supplemental estimate for gasoline tax refunds to farmers. 
Present estimate reduced to 114 million. 
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INCREASES IN FUNDS REQUESTED FOR 1958 


The appropriation requested for 1958 in the amount of $331.5 million is 
$25,750,000 more than that available for 1957. The following tabulation indicates 
in summary form the purposes for whieh the additional funds are required, 
The reasons for the requested increases are presented in greater detail in the 


detailed justifications by activities. 
Additional funds needed for present organization in 1958 
| 


1. Contribution to the civil service retirement fund__________-_--_ $16, 463, 000 
2. One additional day of paid employment___---_.______--__----~ 1, 048, 000 





puacetalnc...<.—... ech ce RO ar ee ee Oe Bi Baas oon a a 17, 511, 000 


PROGRAM INCREASES 


3. Correction of understaffing in essential clerical functions_ =29 5, 27€ 
4. Program for promoting qualified employees to established journey- 
man grade levels (annualization of promotions effected in 1957 


as well as new promotions in 1958 on part-year basis) ~-_----- 1, 109, 000 
5. Performing additional work resulting from Highway Revenue 

a ae a ea 940, 000 
6. Expansion of audit of self-employment tax returns_____------_-- 825, 000 
7. Elimination of backlogs and expansion of program in tax rulings 

a a a 245, 000 | 
8. To speed up preparation and release of certain statistical data on ' 

business concerns for use by other Government agencies_-___-- 294, 000 


9. To provide for additional printing requiréments, due to greater 
taxpayer potential resulting from increasing population, to | 
increased needs for printing material, such as regulations, rul- 


ings, training material, etc., and to higher paper costs______~-~- 1, 000, 000 | 
ee ' 
Total tereases 56 Oe te DEBS TEuA DULL 27, 200, 000 | 





PROGRAM REDUCTIONS 





1. Anticipated savings resulting from management improvements__ $500, 000 
2. Rental costs proposed for transfer to appropriations of the Gen- 
eralServices : Administration: i iacwulet. 32sec eeeeci-tebss 700, 000 | 
8. Reduction due to decrease in estimated number of claims to be j 
filed under Public Law 466 which relieves farmers from excise \ 
taotes: ee wasolines:: 3c see ss 202) bs Sh aes Lesaelt 250, 000 
IA 2s I i 1, 450, 000 

Net increase, 1958 over 1957_________~ Sid cosh sdk caial cise ese 


CORRECTION OF UNDERSTAFFING 


The major item of increase requested for 1958, other than the mandatory item 
for civil service retirement fund contributions, is the one for $5,276,000 for cor 
rection of understaffing in essential clerical functions. A critical shortage of 
clerical personnel exists throughout the district internal revenue offices. This 
situation has resulted in the need to use time of technical employees to perform | 
clerical duties that could not be deferred. It has at the same time resulted in| 
backlogging less critical, but still essential work; and in simply not performing | 
certain clerical functions, many of a revenue-producing nature. There are two 
principal factors to which the clerical shortages are attributable. First, the 
Service in recent years has concentrated heavily on strengthening its technical | 
enforcement staff, counting on improvements in procedures and methods to re | 
duce needs for clerical personnel. While a number of substantial improvements | 
have been achieved, they have not been sufficient to enable the Service to accom: | 
plish the remaining tasks with the smaller force assigned to the work. Second, | 
the volume of work receipts has continued to increase, mainly because of pro | 
visions of new legislation and population increases, thereby adding to the work- 
load to be processed. For example, there were 1.4 million more tax returns filed] 
in fiscal 1956 than in 1954; in the same 2-year period tax refunds and credits 
were up 1.6 million. Another example is the penalty work created by the pro | 
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visions of the 1954 Code for failure to purchase timely depositary receipts, for 
pad checks, and for failure to pay estimated income-tax payments. These all 
add to the clerical functions of the Service. To enable the Service to attain a 
properly balanced force without contracting its frontline enforcement personnel, 
funds are requested to provide an additional 1,443 positions of clerical employ- 
ment in the areas where the need is most urgent. The estimated cost is based on 
employment in 1958 of approximately 11 months per employee or a total of 1,342 
man-years. 


2s = 










S 
oO 


JOURNEYMAN GRADE PROGRAM 



















































The funds requested for the employee promotional program are to permit the 
annualization of 3,660 grade-to-grade promotions authorized in the 1957 budget on 
a part-year basis, and to provide for continuation of the program through 1,577 
additional promotions in 1958, also on a part-year basis. We are confident that 
this program, which is primarily designed to provide a systematic plan to move 
field employees upward to the established journeyman grades as they become 
qualified for more responsible duties, will result in increased efficiency and pro- 
duction and effectively assist in stabilizing employment. The number of promo- 
tions contemplated and the basis thereof by category of employment within the 
activities, and the cost thereof, is set forth in detail under the justifications for 
each activity. 


=/ se 


HIGHWAY REVENUE ACT 





Title II of Public Law 627, approved June 29, 1956, imposed certain new taxes 
and increased the rates of tax on other commodities. The new taxes imposed on 
tread rubber used in recapping or retreading tires of the type used on highway 
vehicles, the use tax on any highway motor vehicles having a taxable gross weight 
in excess of 26,000 pounds, the credit and refund provisions of the act, and floor 

» stock tax features of the act all impose additional workload on this Service. It 
is estimated that these provisions will result in an increase of 500,000 tax returns 
from highway users with vehicles in excess of 26,000 pounds, and an additional 
100,000 claims for refunds from nonhighway carriers and other commercial organ- 
izations. The estimated increase in returns assumes that approximately 250,000 
business concerns, operating some 750,000 taxable trucks and buses, will file 
annual returns and an average of 1 supplemental return each year upon purchase 
of new vehicles. The increase in claims for refund is based on approximately 
100,000 nonhighway consumers of gasoline and rubber products who will make 
claims annually. To handle this work, funds are requested to employ 234 addi- 
tional employees for a period of 11 months in the fiscal year 1958 which will 
provide 214.5 man-years for this purpose. 





a: § 3.3%. 3-8 


ee 


re = Oe ETE RO TSE 


: 


AUDIT OF SELF-EMPLOYMENT TAX RETURNS 


s 


— Beginning with the year 1951, the Social Security Act was amended to include 
, 000 about 4 million self-employed individuals within the system. The 1954 amend- 
a ments extended this coverage to farmers and certain professional people. The 
, 000 1956 amendments included practically all of the remaining self-employed with 
the exception of members of the medical profession so that about 8 million self- 
employed will ultimately be covered. Claims for benefits under the Social Se- 


item curity Act are being filed by the self-employed in increasing numbers each year. 
cor In adjudicating these claims, the Bureau of Old-Age and Survivors Insurance 
a finds that numerous errors have been made by the claimants in reporting self- 
, 


This employment earnings on their income-tax returns. Some of these errors work 
form to the advantage of the individuals concerned, whereas others work to their 
.d io | disadvantage. ro insure the correctness of their earnings records within the 
ming statutory period when such records can be revised, it is apparent that a more 
two extensive audit coverage of income-tax returns with self-employment features 
the should be made. Most of the work to be done in this area involves tax returns 
; reporting very small business or farm incomes of the type normally handled by 
0 1 office audit techniques. Examination of such returns is relatively unprofitable 
rents | from a revenue standpoint, and has been held to a minimum for that reason. 
com: | To increase audit coverage of low-income returns involving self-employment 
cond, | tax features without curtailing other highly productive income examinations, 200 
pro- i additional office auditors and 53 supporting clerical personnel are required. It is 
work: | anticipated that an average reporting date of October 1 can be achieved in re- 





filed cruiting these employees. The estimate is therefore based on employment in 
edits i958 of approximately 9 months per employee, resulting in about 190 man-hours. 
» PTO | 


| 
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TAX RULINGS AND REGULATIONS 


The increase requested will provide 37 additional man-years in the work of 
preparation and issuance of rulings and regulations to comply with recommenda. 
tions made by the Forand subcommittee of the Ways and Means Committee con- 
cerning the publication of rulings relating to excise taxes; to reduce a backlog 
of requests for tax-exempt status and maintain a current status in this work 
area; and to process appeals for determinations made by district directors with 
respect to the qualification of pension trust and employee benefit plans under 
a procedure recently instituted. 


= A eremenne eR 


STATISTICS OF INCOME 


An increase of 72 man-years is requested for 1958 to set up and carry outa 
substantial addition to the existing program of statistics of income. The addi- 
tion is for the purpose of inaugurating, and continuing annually, new tabulations 
of specified items from corporations, sole-proprietorship, and partnership returns 
for accelerated release 12 months after returns are filed. This will produce 
financial data necessary to the effective formulation of national economic policy, 


PRINTING REQUIREMENTS 


In addition to supplying the public-use tax forms, instructions for tax re. | 
turns, and excise stamps used by taxpayers, the Service must provide for print- 
ing tax regulations and rulings for issuance to the public, as well as administra- 
tive forms, handbooks, manuals, training material, ete., for internal use. Print. | 
ing costs are rising, not only because of additional printing requirements due | 
mainly to a greater taxpayer potential, resulting from a recurring annual growth | 
in the population, but also to increased needs for publication of regulations and 
rulings, dissemination of training material, ete., and to higher labor and paper 
costs. The increase for this item will permit the Service to procure the neces- 
sary printed material without reducing other essential programs. 


Report on 1956 program 


As indicated above, there is a critical shortage of clerical personnel in the 
district offices. This has resulted from Service efforts in recent years to | 
strengthen the technical enforcement staff without commensurate increases in 
clerical support and, in some areas, reducing clerical personnel without reducing 
at the same time the clerical operations to be performed. Because of the lack 
of clerical personnel a number of backlogs existed at the end of 1956, and | 
a number of operations were not performed as completely or as efficiently as | 
desirable during the year. These are covered more fully in the detailed 
justifications by activity. i 

“Must” operations were not permitted to lag in 1956, and the work volume 
and accomplishments table heretofore reflects the volume processed for a 
number of key items. Gross tax collections were $9 billion higher in 1956 
than in 1955, totaling $75.1 billion. While additional taxes assessed resulting 
from enforcement declined somewhat in 1956, as explained in the detailed justi- 
fication for the audit activity, additional tax assessments recommended were 
up in 1956, and the number of returns audited show a substantial increase. In 
1956, 2,191,000 income, estate, and gift tax returns were examined, compared t0 
1,815,000 in 1955. Additional tax assessments recommended in 1956 amounted 
to $1,271 million, an increase of $128 million over 1955. The number of returns 
filed in 1956, 90.3 million, exceeded the 1955 volume by about 1.7 million. Re 
funds and credits scheduled, 34.7 million, were also up some 250,000 items over | 
1955. <A very significant increase was effected in the collection of delinquent 
accounts; a total of $825 million was collected in 1956, an increase of $188 
million over 1955. The inventory of such accounts, however, was not de 
creased materially, dropping from 1,549,000 at the close of 1955 to 1,509,000 
at the close of 1956. 

During the year the Service continued to effect improvements in management 
that permitted better utilization of available manpower. One of the most 
significant is the savings in time devoted to the taxpayer assistance program. 
This was accomplished through the expanded use of “self-help” methods and by | 
encouraging taxpayers to make their inquiries by telephone. The savings / 
amounted to 629 man-years, primarily of enforcement personnel time, which was 
effectively utilized in enforcement work. 

The only significant organizational changes occurring during the year were 
the establishment of a second area service center at Lawrence, Mass., to service | 
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the northeastern part of the country, and the inclusion of the International Opera- 
tions Division as a part of the national office reporting directly to the Assistant 
Commissioner (Operations). This Division was formerly under the jurisdiction 
of the Philadelphia region, Baltimore district. 

Another area service center, located at Ogden, Utah, is being added in the 
current fiscal year. 
1957 financial plan 


In laying out the 1957 financial plan, the Service has adhered very closely to 
the budget developed a year ago. It is expected that the full number of man- 
years included in the 1957 budget estimates will be obtained, and, as reported to 
the Congress, no reduction in enforcement personnel has been made. However, 
it has been necessary to slow down the equipment replacement program. The 
Service has a large inventory of substandard equipment which should be re- 
placed at the first opportunity. Since manpower needs are so urgent, however, 
it is essential that the equipment replacement program be deferred in the finan- 
cial planning for 1957. It is hoped that provision can be made at an early date 
to reinstate the program. 

Work receipts are expected to reflect an upward trend in 1957, and every effort 
will be made to prevent increases in backlogs, and to maintain production at 
the higest possible level. The search for economies will continue, and when 
improvements in procedures or methods can be devised which will not reduce 
tax enforcement, they will be instituted as quickly as possible. 

The details concerning the Service’s operations in 1956, 1957, and 1958 will be 
found in the budget justifications for each activity. 


EXPLANATION OF LANGUAGE CHANGES 


The only change in language for the fiscal year 1958 is the proposed elimination 
from the appropriation text of the following: “* * * and seventy-five of which 
one hundred are * * *” 

The language to be eliminated in the fiscal year 1958 pertains to the authority, 
included in the 1957 text, for the purchase of 175 passenger motor vehicles; 100 
for replacement of wornout vehicles and 75 to augment the size of the fleet. 

It is not planned to add any additional cars to the fleet in the fiscal year 1958; 
therefore, the authorizing language will not be required for the budget year. 


Analysis of appropriation base 








Authorization aHoca- Net change in 
tion for 1957 | Adjustments in base base increase (+) 
| decrease (—) 
Activity wae imyren bg te ae seesidaesbsbts sdcnitadadtekn techie 
Average Amount Reduc- | Additions | Average | Amount 
positions | tions | positions 
1. Rulings, technical planning, and | 
special technical services - - - 668.4 | $4, 860, 745 $302, 263 —11.5 +$302, 263 
2. Collection of revenue. .| 25, 509.8 |127, 809,790 | $787, 567 6, 907, 871 —405.3 | +6, 120, 304 
3, Audit of tax returns 17, 472.3 |107, 396,118 | 430,387 | 6,810,353 — 266.0 | +6, 379, 966 
4. Tax fraud and special investiga- | | 
tions __ cad - : -| 2,225.2 | 15, 753, 353 | 70,407 | 1,024,807 —37.1 +954, 400 
5. Alcohol and tobacco tax regula- | 
tory work._-_- ‘ i 3, 605. 5 | 23, 343, 268 242, 343 1, 428, 731 —49.8 | +1, 186, 388 
6, Taxpayer conferences and ap- 
peals : 1,343.7 | 10,117,210 | 35, 463 | 662,747 | —17.6 +627, 284 
7. Legal services. _-_-_- : 1, 052. 2 | 7, 212, 284 | 1,900 483, 459 —12.6 +481, 559 
8. Inspection 540. 4 | 4, 123, 242 & 240, 723 —10.9 +240, 723 
9. Statistical reporting 329.1 | 1,789,947 |_- | 98, 812 —3.9 +98. 812 
10, Executive direction 438.1 | 3,344,043 |_- ‘4 167, 795 | —7.3 +167, 795 
Ennai teres ..| 53, 184.7 |305, 750,000 |1, 568,067 | 18, 127, 561 —822.0 |+16, 559, 494 


See ae a Se ee ee 


NET CHANGE IN BASE 


In order to present the most accurate estimate possible of the fund require- 
ments of the Internal Revenue Service for fiscal 1958, consideration has been 
given to all changes from 1957 requirements that can reasonably be forecast to 
arrive at the appropriation base for 1958. 
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REDUCTIONS IN BASE 

~ A . oO ° r 

1. Management improvements, $500,000.—In developing the 1958 estimate } — 

budgetary recognition has been given to the savings that occur annually through | 

various management improvements. Through continuous efforts at all levels | 

of management throughout the Service, methods are constantly being developed | 
to perform the operations of the Service more efficiently and economically. Ty 
addition, an active incentive awards program produces a number of worthwhile 
suggestions from employees which are ultimately adopted, and which result 


in savings through streamlining operations or cutting out nonessential Costs, Ti 
Most of these savings do not result in actual reductions to appropriation needs, 1, Ru 


but do result in freeing employee time for more productive work. An example 
is the reduction in time spent on taxpayer assistance in 1956 which was Very 
effectively used on enforcement work. There are, however, savings accom. 
plished yearly that do reduce appropriation requirements, and it is anticipated 
that methods will be devised during the current year and in 1958 that will enable 
the Service to accomplish its 1958 program with about 100 man-years and $500,000 
less than would have been required otherwise. 

2.. Automobiles, $118,000—The 1957 appropriation act included the purchase 
of 175 automoniles, however, the planned increase of 75 automobiles in the fleet 
has been postponed because of more pressing personnel needs. Automobiles Tarn 
purchased during the fiscal year 1957 (100 at a cost of $118,000) are treated | M 
as a nonrecurring item and are handled as a reduction in 1958 base in activity 5, | or 

3. Farmers gasoline tax refund program, $250,000.—The Supplemental Ap | 1957 
propriation Act, 1957, provided $750,000 to cover the cost of making refunds te} iner 
farmers of the tax paid on gasoline used on farms. The number of claims for W 
refund in 1958 is now estimated at 2.2 million (a reduction of one-third under | C 
the original estimate). Accordingly, 60 average positions and the related cost | or 
amounting to $250,000 has been deleted from the base for 1958. M 

4. Transfer of space rentals to GSA, $700,067.—This reduction represents the | M 
transfer of funds to the General Services Administration in 1958 for space 
rentals carried on a reimbursable basis in 1957. 
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ADDITIONS IN BASE 


Additions in base include funds for the extra day’s pay which must be pro} | M 
vided in 1958, the Government contribution to civil service retirement costs, and> 18 a 
annualization of grade-to-grade promotions provided on a part-year basis in 1957, | you 
These costs are as follows: 

1. Extra day’s pay, $1,048,237.—Fiscal 1958 has 261 days of paid employment, app 


1 more than fiscal 1957. Spec 
2. Government contridution to civil service retirement and disability fund, abo 
$16,462,772.—Payment to civil service retirement and disability fund, effective for 


July 14, 1957, pursuant to Public Law 854, approved July 31, 1956 eacl 
3. Annualization of grade-to-grade promotions effected in 1957, $616,552.—The : 
3,660 planned grade-to-grade promotions will cost $1,731,552 on a full year basis. dist 
Of this amount $1,115,000 was included in the 1957 budget for the promotions indi 
to be effective on an average of approximately 8 months; $616,552 is required othe 
to pay the full-year cost in 1958. The 

The following table provides an analysis of the base adjustments by activity: 


pla 
ANALYSIS OF ADJUSTMENTS IN BASE RY ACTIVITY the 
Reductions I 
~f The 
Manage- Rentals Farmers a 
Activity ment im- | Automobile) transferred |gasoline tax Total | ove: 
provements) purchases to GSA refund voli 
program 

4 t0 0 
1. Rulings, technical planning, nd i str 
special technical serv ice : eve 

2. Collection of revenut $209, 429 $328,138 | $250, 000 $787, 567 | 
3. Audit of tax returns 206, 275 224,112 $30, 387 the 

4. Tax fraud and special investigations 27, 121 413, 286 70, 407 ae 
5. Alcohol and tobacco tax regulatory , wit 
work 41, 959 $118, 000 82, 384 242, 343 & oro 
6. Taxpayer conferences and appeals 15, 216 20, 247 35, 48 | 5 
7. Legal service | 1, 900 1, 0 £00 
8. Inspection P 

9. Statistical reportin fev 
10. Executive direction iim 

Total 500, 000 118, 000 700. 067 250, 000 | 568, 067 § 
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Additions 
a a Eh adit 
| Govern- | | 
| ment con- | Annualiza- | Net change 
Extra tribution | tion of 1957 | in base, in- 
Activity | day’s tocivil- | grade-to- | Total crease (+-) or 
| pay |_ service grade pro- | decrease (—) 
| retirement | motions | 
costs 
ne aalieetaeh : : am - : : : ioe 
1. Rulings, technical planning, and special | 
technical services. | $17,935 $281, 957 | $302, 263 | +-$302, 263 
9, Collection of revenue 406, 613 6, 364, 3500 6, 907, 871 +6, 120, 304 
3. Audit of tax returns 395, 179 6, 209, 392 6, 810, 353 +-6, 379, 966 
4. Tax fraud and special investigations | 56,469 | 883, 286 | 1,024, 807 | +94, 400 
3, Alcohol and tobacco tax regulatory work 77, 988 1, 233, 411 1, 428,731 | +1, 186, 388 
6. Taxpayer conferences and appeals 37, 575 600, 531 662, 747 | +627, 284 
7. Legal services_. 27, O82 417,473 | 483, 459 481, 559 
8, Inspection |} 14,056 221, 155 , 240, 723 +240, 723 
9, Statistical reporting. ‘ | 5, 730 | 93, O82 . 98, 812 | +98, 812 
10. Executive direction | 9, 610 158, 185 167, 795 +167, 795 
ia ciiiaseaiesipacebiie neal |1, 048, 237 | 16, 462, 772 616, 552 | 18, 127,561 | +16, 559, 194 





Mr. Gary. The appropriation for the Internal Revenue Service for 
1957 was $305,750,000. The estimate for 1958 is $331,500,000. The 
increase 1s $25,750,000. 

We have with us this morning Commissioner Harrington, Mr. 
Commissioner, do you have a general statement ? 

Mr. Harrineron. Yes,sir. Would you like me to present it now ? 


Mr. Gary. Yes,sir. We will be glad to hear from you at this time. 
GENERAL STATEMENT 


Mr. Harrineton. Mr. Chairman and members of the committee, it 
is a privilege to report to you on the Internal Revenue Serv ice. As 
you know, when I was here about a year ago, I had only recently been 
appointed and could not give you much detailed information or talk 
specifically of my plans and programs—lI just didn’t know enough 
about the Service then. This past year has been a very eventful one 
forme. I have travelled the length and width of the country, visiting 
each of the regional commissioners in his region and many of the 
district directors. In fact, I have talked with each of the directors, 
individually, in small groups and all together, as well as with many 
other employees from each of the work areas and at all grade levels. 
Their problems, suggestions, idea, hopes —yes, and even their com- 
plaints and prejudices—have been tremendously informative, as has 
the day-to-day experience at my desk here in W ‘ashington. 

I think you will be interested in some of the things I’ve learned. 
The first, which we all know so well that I think many of us may 
overlook it at times, is the vital importance of our self-assessment, 
voluntary compliance tax system to our very form of government and 
toour freedom. Second, I am impressed by the complexity of the legal 
structure and the magnitude of the job, touching as it does virtu: ally 
every citizen. Third, I am pleased with the fine and able people in 
the Service. Any organization, I think, would be proud and happy 
with a staff of the kind of people we have. Fourth, I examined our 
organization very carefully and have concluded that it is basically a 
good workable organiz: ition for the Revenue Service. I have made a 
few minor changes that, in my opinion, improve it, and I do not at this 
time propose further change. 











122 

The results of some of my observations are reflected in the increased | 
appropriation requested. While the total increase is $253, million | 
more than is available this year, only about $814 million represents | 
an expansion of Service resources. About $1714 million is required | 
for the contribution to the Civil Service Retirement Fund and ap | 
additional day of paid employment falling in 1958. 

From my appraisement of the immediate needs of the Internal | 
Revenue Service I concluded that the principal step that should | 
be taken at this time is to obtain the necessary personnel for more 
prompt handling of routine business with taxpayers. The Secretary 
told you just the other day that the increase we are requesting for this | 
purpose is vital to the Internal Revenue Service. I fully concur, of 
course, with the Secretary’s statement and I would say, also, that it 
is essential to restoring a balance in our operations. 

Growth in the number of returns to be handled and in the volume | 
of technical and enforcement work performed has outstripped our 
facilities for servicing taxpayers. These facilities are short at crucial 
points in our operations. The Service has fallen behind on such 
routine matters as answering inquiries, prompt payment of refunds 
due, posting payments on taxpayer accounts, and verifying credits | 
claimed. Timely handling of these contact matters is just as necessary | 
to sound tax administration as the direct enforcement work on audit | 
of returns and collection of accounts, where emphasis has been placed | 
in recent years. Those taxpayers who undertake to report and pay 
their taxes voluntarily are entitled to better service. 

The situation I have described has arisen despite numerous proce- 
dural improvements that have been made. It stems in part from | 
new requirement of law as well as from the basic volume factors | 
inherent in the continuing growth of population and incomes. Sineé 
we see no other way to meet these developments, we are request: 
ing funds to render better service and restore the balance between | 
routine operations and the technical-enforcement work. The ob-| 
jective of a balanced force is my primary program at this time. The 
funds for the program represent the major portion of the increase in 
the appropriation requested, aside from the obligatory increases 
mentioned. 

Of the balance requested, a substantial part is to be devoted to con- 
tining the promotional program which has the objective of bringing 
qualified employees to a journeyman level within a reasonable period 
of time. I am convinced that it is more appropriate at the present 
time to concentrate our efforts in the Service on improving the quality 
of technical and enforcement personnel than on increasing its numbers. 

The combination of improvement service to taxpayers and better 
quality of work on audits and collections should produce more addi: | 
tional revenue now, as well as stimulate improved voluntary com- 
pliance on the part of taxpayers in the future. 
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MAJOR ACCOMPLISHMENTS DURING PAST YEAR 
RECRUITMENT, TRAINING AND PROMOTION 


During the past year we have made substantial progress toward 
the objective of raising the level of competence of technical and execu- 
tive personnel. Improvements have been made in recruitment, train- 
ing and promotion, the three major factors that determine the level | 
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of competence. In the face of present-day demands for technical 
and professional skills, each of these factors requires increasing atten- 
tion In management. All 3 have to be coordinated in order to secure 
maximum results, and inadequate consideration of any 1 of the factors 
may jeopardize the whole program. 

I should like to give you the highlights of what we are doing to 
advance this program. 

The recruitment program is intended to bring into the Service em- 
ployees who have potential for growth, as well as ability to perform 
the work of the entrance grade. We want to obtain the best of the 
crop—to compete effectively with industry in seeking young graduates. 
The other plans which I will discuss next will not be completely fruit- 
ful if we don’t get the right kind of recruits, I am happy to be able 
to tell you that we hired about 500 of last year’s college accounting 
graduates and as we come along with our plans I believe we will be 
able to show young Americans a proud, useful, and attractive career 
in the Internal Revenue Service. 

The Service has carried on technical training for many years—but 
substantial changes have been necessary both in form and content. 
You will recall] that at the hearings last year when you were reading 
from the report of your staff some recommendations pertaining to 
the University of Michigan program, I told you that I had appointed 
a committee to review the program. As a result of their report, we 
discontinued the Michigan program. 

Then I appointed a committee to review the whole area of revenue- 
agent training and make comprehensive recommendations. This com- 
mittee was composed of Mr. Charles I. Fox, district director of our 
Salt Lake City office and for many years before that an internal- 
revenue agent and agent in charge; Mr. Thomas D. Flynn, a partner 
of the public accounting firm of Arthur Young & Co. and in charge 
of their training: and Mr. L. Hart Wright, professor of the University 
of Michigan Law School. These men spent months on this project and 
have made recommendations that will give us the finest technical train- 
ing, the most practical training, and the least costly training that, in 
my opinion, can be had. After studying their recommendations, which 
provide for strengthening the basic training course and supplementing 
it with adequate advanced training, we decided to adopt them in toto. 

The proper training of our employees in management is also very 
important. This, of course, isn’t surprising when you consider that 
the reorganization of 4 years ago put many of our people into jobs 
that were new to them—jobs that were basically executive as contrasted 
with their prior experience which was basically technical. I am not 
being critical of these people—but I am convinced that their perform- 
ance and the overall effectiveness of the Service will be greatly 
increased by this training. 

Last summer we held a series of short courses (about 10 days) for 
anumber of the supervisory people—assistant regional commissioners, 
division chiefs, and group supervisors. These courses, along the lines 
being followed by many of the most progressive commercial concerns 
today, were conducted by outstanding contract lecturers in the man- 
agement field. They were enthusiastically received by our people and 
the good effects of this training is showing up all the time. We also 
held one experimental short course for district directors and assistant 
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district directors. This was equally successful and so beneficial that] 
we are starting four more within the next few days. 

The program for recruitment, training and promotion also is aimed 
at developing and selecting the best person for each key job. Beliey- 
ing that this can be done only by an orderly approach, I have estab-| 
lished an executive selection committee responsible for having qual- 
ified people available for all key vacancies when such vacancies occur, 

The work of the executive selection committee coupled with our 
executive development course will, I am sure, do much to strengthen 
our exec utive leadership in the years ahead. This course is a 6-month 
course specially designed to train the handpicked candidates for key 
jobs. The first group of 11 graduated last year and another group has 
just started a new course. 

We are continuing our efforts to develop a promotion plan that will 
move all qualified employees to an adequate journeyman level within 
a reasonable period of time and identify the more capable and move 
them into higher positions also within a reasonable period of time. | 
understand that this committee has in the past expressed interest in 
having us pay better salaries in order to attract better recruits and 
hold them. Iam happy to tell you that we are making real progres 
in working with the Civil Service Commission toward establishing 
adequate journeyman levels for the major categories of our employees, | 


WORKING CONDITIONS 


In order to improve working conditions we have adopted a new 
approach which is to establish our own standards for space—stand- | 
ards of quantity. of quality, and of type of space. Working conditions | 
in many places in the Service are not conducive of efficient operations. | 
In some pl: ices I am literally ashamed of the places our people have | 
to work; in others, the location within the city is acceptable and the | 
buildings are in reasonable repair but the space doesn’t permit a 
proper layout for our work. Of course, we have excellent space in 
some places and I am told that much progress has been made in recent | 
years. We need some large open areas for work that can be done ona 
production-line basis. We need more group workrooms and a certain 
number of conference rooms where a taxpayer’s business affairs can 
be discussed with him in complete privacy. I have been shocked to 
hear complaints that sometimes such discussions are carried on at the 
desk of one of our employees with perhaps a competitor sitting within 

s»asy hearing distance having the same kind of a discussion with an- 
other of our employees. The General Services Administration is in- 
terested in our approach to this problem and has promised to co 
operate with us. 

Furniture and equipment, too, are an integral part of working con- 
ditions. Here again the situation is far from satisfactory from an | 
efficiency standpoint. We are developing standards and will come 
up with a firm program, which I hope to be able to discuss with you 
next year in some detail. 

I turn now to the results of operations for the past year, which on 
the whole have been encouraging. ' 
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RESULTS OF OPERATIONS 
















































ed COLLECTION OF REVENUE 

BY Achievements in the area of the collection activity start with the 
b+} handling of substantial increases both in volume of tax collections and 
al-— in number of tax returns filed. Collections at $75 billion increased 
Un} $9 billion or 15 percent ¢ over fiscal year 1955, and tax returns filed 
ur exceeded $90 million, or 2 percent more than in the preceding year. 


Collections of delinquent accounts ($825 million) exceeded fiscal 1955 
collections by 29 percent. 

One of the things that caused me concern in this area was the general 
inability to eilectively follow up and check out the mismatched in- 
formation documents coming out of the Kansas City operation. I 
found that some offices were doing a fair job checking out the differ- 
ences but that others were doing virtually nothing. Therefore, pro- 


vf vision was made in the 1957 operating plan, from cuts in other activ- 
J ities, to add some staff in each district office specifically earmarked for 
Mf} this work so that now we know the mismatched and unmatched cases 
nd} are being worked on in each district. 

ay The effort toward more efficient and economical processing of tax 
7 documents is being concentrated on the Service centers, in whic h we are 


applying mechanical mass- production methods to the less complex re- 
turns. ‘The centers are operating so satisfactorily that 1 is being added 
in 1957 to the 2 that were in operation in 1956. 
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AUDIT OF TAX RETURNS 


During 1956 the volume of examined income-tax returns disposed of 
again exceeded that of the previous year. The total additional tax and 
penalty recommended as a result of audit activity was $1,271,000,000, 
an 11-percent increase, although the number of man-years utilized in 
this activity increased less than 3 percent. The increased production 
reflects the emphasis that has been placed on ways and means of 
Strengthening and increasing enforcement work through improved 
operations and procedures in every possible area 

The most significant improvement was shown in the taxpayer-assist- 
ance program. We reviewed this program last year, looking to the 
possible reduction of the amount of time required to render necessary 
services, primarily through the use of self-help methods. Under these 
methods the taxpayer is given assistance with a far more efficient and 
less costly use of personnel than was formerly required. With certain 
clarifications to insure that necessary assistance would not be denied, 
the program was carried out with a saving equivalent to 629 man-years. 
The major portion of the manpower thus made available accrued to the 
audit activity, revenue agents and office auditors accounting for 470 
of the total of 629 man-years. This is directly reflected in increased 
production for the year. 

The prerefund audit program which has proved so productive was 
expanded substantially. During the fiscal year 1956, this program 
produced approximately $74 million in increased tax. This is more 
| than twice the $34 million total for the fiscal year 1955. We expect a 
continuing high return from this activity. 
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TAX FRAUD AND SPECIAL INVESTIGATIONS 


Our special agents investigated more tax-fraud irregularities and | 
recommended prosecution in more cases in fiscal 1956 than in 1955, 
the previous high. Preliminary investigations were up 31 percent,| 
full-scale investigations up 10 percent, and prosecution recommenda. 
tions 6 percent. Convictions obtained in 1956 increased 13 percent, 
These increases are primarily attributable to the additional agents 
recruited in the last 4 months of fiscal year 1955. These new agents 
have completed their formal training and are gaining experience and 
receiving on-the-job training. 


ALCOHOL AND TOBACCO TAX REGULATORY WORK 


During fiscal year 1956 the liquor and tobacco taxes collected reached 
new highs, the industries continued their level of overall activity and 
increased results were obtained in our drive against illicit distilleries 
with an overall reduction of manpower. Contributing to this mor 
effective use of manpower are the substantial changes which have been 
or are in the process of being made in the rigid regulations historically 
imposed on the liquor and tabacco industries. 


TAXPAYER CONFERENCES AND APPEALS 


Taxpayers continue to be afforded prompt consideration of their 
appeals despite the fact that, in keeping with the increasing number} 
of tax returns examined, the number of cases appealed during the first} 
9 months of calendar 1956 was about 120 percent of the number for the| 
similar period of 1955. This increase in receipts has resulted in some} 
increase in the level of pending cases, which is to be expected. The} 
current workload position has been maintained, however, and we will | 
continue our efforts to provide prompt consideration of appeals. 

Last year, before your committee, I stated the principles I intended | 
to follow in the administration of the Internal Revenue Service—to| 
provide taxpayers with an increasingly efficient, impartial, and in] 
corruptible service; sympathetic human dealing with the interests, 
problems, and desires of the people who compose the Service; vigorous 
and impartial enforcement of the tax laws and development of an 
ever stronger and more effective career Service. 

I believe you will recognize that what I have said today about our 
needs and programs is in the interest of carrying out. these principles 

Mr. Gary. Thank you, Mr. Commissioner, for a full review of the 
year’s activity in your Department. 


PROPOSED INCREASE IN FORCE 


Can you give us a little bit more detail with respect to this increas} 
in force ? 

Mr. Harrreron. I would like to have Mr. Hume give you that] 
because he is more familiar with those details that I am. 

Mr. Hume. Mr. Gary, do you mean the activities in man-years of 
the force or the needs for the force ? 

Mr. Gary. The needs for the force. I want to know exactly what} 
type of personnel you are putting on and where you will use them} 
what they are going to do. 
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Mr. Hume. The major increase is in the collection divisions of the 
district offices. 

Mr. Gary. What isthe increase? How many actual additional em- 
ployees are you requesting ¢ 

Mr. Hume. There is a net increase between 1957 and 1958 of 1,03 
man-years. ‘That breaks down with the primary increase being in 
activity No. 2, for 1,244 man-years to achieve this balanced statf to 
handle the processing work that Mr. Harrington mentioned, such 
things as more prompt refunds, more prompt posting of payments on 
taxpayer accounts, and all the various detail jobs that have to be done. 

Mr. Gary. By balanced staff, do you mean you are going to scatter 
those men throughout the Department, they will not ‘be used in any 
one activity ¢ 

Mr. Harrtneron. May I take that ? 

Mr. Hume. Yessir. 


RESULTS OF UNBALANCED STAFFING 


Mr. Harrrneron. As I studied the situation when I came in, and as 
I traveled around the country talking to these people, talking to the 
directors, I realized that with the emphasis that had been placed on 
collection officers and revenue agents, that the supplementary back- 
ground force had been neglected. In other words, the enforcement 
people had been put on w ithout an adequate complement of the work- 
ing force behind them. It does not do any good to put on revenue 
agents if you do not have clerks and typists to type their reports or 

ople in the collection division that can post the accounts and send 

ills out. I could not use more revenue agents unless I had the nec- 
essary complement to go with them. 

So the result was that in the field services we had accumulated some 
rather serious backlogs, backlogs that embarrassed us very much be- 
cause it did not enable us to give proper service to these taxpayers, as 
I pointed out in my statement, who voluntarily come in and pay their 
taxes on this self-assessment basis of which we are so proud in this 
country. 

Because the accounts were not posted up to date, taxpayers were 
being dunned for amounts they had paid; letters, most of which 
related to tax returns, were not being answered because the tax returns 
were not being filed promptly and they were not able to locate the tax 
returns to which the letters applied, and therefore they were months 
behind in answering the letters. 

I found also, from personal knowledge in the field, that high priced 
technical people—internal revenue agents, collection officers, intelli- 
gence special agents—were sitting in the oflice typing their own re- 
ports, doing the clerical work that much lower grade people should 
be doing, whic ‘+h, to my mind as a businessman, was a wicked waste of 
| the taxp: ayers’ money. 

So I decided to try to correct this situation, to balance the staff, 
so that we have an adequate complement in all facets of our operation. 

As to the details of where they will be placed, I think Mr. Stowe 
can give you a better answer on that. He is Assistant Commissioner 
in charge of operations, and I have made him responsible for all our 
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field operations. All the people in the field come under Mr. Stowe’s 
supervision. 

Mr. STOWE. Perhaps I can make the need for these additional clerks 
clear by giving you some statistics as to the condition of the work in | 
the collection divisions of the 64 districts. 

During fiscal 1957 we had some 79,000 claims from taxpayers which 
we had not been able to control, associate with related returns, and | 
transmit to the audit division for processing. 

We had 800,000 returns that had to be refile d. 

We had 3 million returns waiting to go to the Social Security 
Administration. 

We had over a million credits to be posted. 

We had 255,000 pieces of mail that fod been unanswered. 

We had over 3 million account cards that had not been filed. 

In other words, because of the lack of sufficient clerical help to do 
the routine processing work in the collection division, we were unable 
to get accurate accounts to the taxpayers, we were unable to answer 
their letters of inquiry about the condition of their account, we were 
unable to give accurate statements of balances due on delinquent | 
accounts which our collection officers were attempting to collect. 


STATUS OF ANDREWS PLAN 


As you gentlemen know, the collection division has a contact some: | 
time during the year with every single taxpayer in the country, and 
that is the reason for our concern about the imbalances in this area. | 
We are fearful that unless we can answer the letters of the taxpayers | 
and avoid the mistake of statements going out for payments that have | 
in fact been made, we will cause a serious deterioration in the self- 
assessment, voluntary compliance tax system. 

Mr. Gary. Why, under those circumstances, did the service con-| 
tinue to ask for new field agents rather than sufficient personnel to| 
handle these backlogs ? . 

Mr. Stowe. I think the reason was we were overly optimistic as to | i 
our ability to mechanize, find shortcuts, to simplify procedures, and 
get more production out of the people we had. 

Mr. Gary. What is the present status of the Andrews plan that was 
going to do away with the filing of income-tax returns altogether? 

Mr. Harrrneron. Iam not familiar with that. 

Mr. Dexx. The first part of that plan was embodied in H. R. 7770, 
which was before the House last year but not reached by the committee 
considering it. I understand it will be considered this year. 

The basic part of the plan was the merging of certain parts off 
social security and internal revenue work in respect to wage with-| 
holding. Part of the plan, the matching of the employer reporting | 
and employee's claim for credit, would go into that operation and| 
would be handled there mechanically and on a more satisfactory basis. | 
That, however, has problems which ‘the House Ways and Means Con | 
mittee is studying. 

That is the first step before you may consider other possible steps 
in regard to simplifying the then remaining tax reporting of the | 
individual. 

I do not propose to say here that the ultimate objective that former | 
Commissioner Andrews spoke about is entirely within the grasp of] 


performance until we see what this first step can do. 
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I would like to point out in this connection that in addition to the 
problem of making more effective the handling of our collection activ- 
ity so as to render proper service to the voluntary taxpayer, there are 
many other transactions with us in the nature of claims for refunds, 
information regarding returns already filed, penalties, et. cetera, these 
are the things that have increased bey ond our expectation. 

There have been added workloads by reason of recent legislation. 
Those are in the nature of certain requirements in regard to estimated 
payments; use of depositary receipts; bad check items. These addi- 
tions deal mainly with transactions already with us, on which new leg- 
islation required us to something more. Also, there has been an ex- 
tension of the social security system to self-employed persons, at- 
torneys, farmers, and others, and that type of work requires more deal- 
ing with the t ixpayers than those on a strictly w ithholding wage tax 
basis. This has increased our work beyond the gains we hs ave made 
from developing more effective procedures. 

There is a third element to this which I think should be borne in 
mind, and that is that there is an atmosphere, you might call it, where 
people feel they are entitled, in dealing with the tax agency, to the 
efficient and timely performance on the part of that agency that. they 
are accustomed to hav ing in their other business dealings. This has 
made their forbearance a little short in some cases. 

And so we find in connection with colléction items, as we call them, 
we run into a multiplicity of correspondence pretty quickly. The tax- 
payer does not wait long until he wants to know what has happened 
to his tax credit. And we have additional requirements under recent 
legislation, such as that dealing with penalties, with which the tax- 
payer is not fully familiar. He is not familiar with the reasons for 
these penalties and that some of them are mandatory. He wants ex- 
planations. It is sometimes not sufficient to tell him the law provides 
for it and that we have no alternative. He still thinks a penalty is a 
matter of judgment. 

This situ: ition also affec ‘ts other agencies, such as Social Security. 
Social Security comes into the picture because of reporting by tax- 
payers through the Revenue Service to Social See urity. They have 
been concerned about it and have had conferences with us about this 
recently. 

It also rebounds on the gentlemen here in Congress. <A typical letter 
Imight quote is this: 

I wrote you 6 months ago concerning my client’s refund. The return was filed 
early in February this vear and I am naturally concerned and am forwarding 
information of this kind to Congressman DeWitt Hyde and Senator Beall and 
Butler : 

That means because he could not be timely answered, three Mem- 
bers of Congress have had to be | murdened. 

This is the thing we are referring to in regard to maintaining an 
attitude that induces and promotes sel f- complia ince born of respect for 
the activity handling these things. You cannot fritter this away 
lest it cost you more and more. 


COORDINATION OF SOCTAL SECURITY AND TAX DATA 


Mr.Gary. Is it your belief at the present time that you can put into 
effect this Andrews plan and do away with the filing of income-tax 


sTeturns and thereby save substantial sums of money ¢ 
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Mr. Detx. We believe we can put the first stage in and we hope wi 
will save something for the Government as a whole. 

Mr. Gary. What is that stage ? 

Mr. Dex. That is the coordination of the employer's reporting} 
of withholding and social security contributions with the information| 
contained in the tax return. 

Mr. Gary. That would be largely a matter of checking? 

Mr. Detx. Mechanically chee king. 

Mr. Gary. But that would not do away with the filing of returns) 
That consists of comparing those figures with the returns after the 
are filed, so that would be an additional activity that would probabh 
cost more money. : 

Mr. Deix. No, sir. Our estimate is some saving on that. 

Mr. Gary. How? 

Mr. Detx. Bec ‘use we can organize those individual reports 
employer and employee and match them up and come to what we 
have referred to as mismatched reports. We have to follow thog| 
through. 

7" his great job can be thrown on the machine system now operatel 
by the Social Security for recording that same data for social-security 
data, and these mismatched reports thrown out by the machine ca 
be reached for further analysis, which would result in savings. 

As to the tax reporting, there is involved in that a great deal of 
policy determinations as to what you would be doing in affecting th 
base for tax reporting. That would involve standard deductions 
actual deductions, the level at which you would permit simplified r 
porting, which is now $5,000, and many things like that. They ar 
matters that would have to be decided as matters of tax policy rathe 
than mechanical handling. 

Mr. Gary. What proportion of your 90 million tax returns are i 
volved in this correspondence that you refer to? 

Mr. Harrinetron. That would be pretty difficult to estimate. 

Mr. Stowr. About the only figure we could volunteer on that secon 
is that we estimate we receive about 25 million pieces of correspondent 

in the course of a year 

Mr. Gary. Requesting information ? 


Mr. Stowe. Yes. t 
Mr. Harrtneron. That would not be so in the area you are talking 
ibout. : 
Mr. Srowr. The major portion would be. And many are repeif 
letters from the same taxpayers by reason of the fact they have nél 


been able to get a prompt or adequ: ite response. 

Mr. Devx. We are still optimistic about this problem. This budge 
does not include all that we would foresee on a straight manpower 

‘elated- to-workload basis. It is that amount that we feel, going thi 
far in the next year, we can economically approach the objective ¥ 
have and at the same time more de finitely ascertain whether and hor 
much more we need to lick this problem eit irely. 

For illustration, getting one account to the point where it doe 
not start that first letter, and then another, both having to be relate 
and controlled, would tend to spiral cleaning this up. We feel thi 
budget would permit us to go far enough so that we could then pre 
ceed shortly thereafter to eliminate the entire problem. 
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PREREFUND AUDIT PROGRAM 


Mr. Gary. Are you continuing the prerefund audit program ? 

Mr. Harrrneron. Yes. I think I mentioned that in my statement, 
that it has been very productive of revenue, about $75 million last 
year, I believe. 

Mr. Stowe. We are not only continuing it, we are expanding it. 
For the coming year we hope to be able to extend it into areas that 
we have not been able to cover in the past. 

Mr. Gary. Are you making a preaudit of all refunds? 

Mr. Stowr. No. We do not preaudit all of them. Wese reen all of 
them and out of that screening we audit those that seem to have ques- 
tioable claims for dependents and things of that sort before we 
put the case through for the issuance of the refund check. 

Mr. Gary. I rec all several years ago the Bureau asked us for 1,000 
field agents, for which the Congress made the necessary appropria- 
tions. ‘Then, ins nied of employing the field agents, auditors were 
employed to make a preaudit of these returns, which, frankly, I 
thought made sense because it does create very bad public relations 
when you give a man a refund and subsequently audit his return and 
have to go to him and ask him to pay more taxes. 

To what oe has that condition been remedied ? 

Mr. Srowr. I do not quite know how to answer that. 

Mr. Gary. I mean, before you make any refund, are you pretty cer- 
tain that the man is entitled to that refund? Have you given the 
return suflicient audit or review or whatever may be necessary to 
determine that he is entitled to the refund so that you will not have 
to go back to him a short time afterwards and ask him to make an- 
other payment to the Government on that same return? 

Mr. Stowr. Within the limits of the type of return that we have 
been able to bring into the prerefund audit process, and within the 
limits of things we can spot on the face of the return, my answer 
would be “Yes.” As I indicated a while ago, we hope to expand our 
coverage in that respect. May I say son nething off the record ? 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. Do you feel that with the additional help that you are 
requesting here you will be able to adopt adequate preaudit proce- 
dures for these refunds? 

Mr. Stowe. The additional people that we are asking for, Mr. Chair- 
man, are not directly going to be able to provide us with facilities to 
expand the prer efund audit process. Our hope for expansion there 
is through better utilization of the auditors we have. We have been 
able, through the adoption of mass audit techniques for handling 
those cases to very materially increase the production of the auditors. 
But there, again, a bottleneck has been created in the clerical process- 
ing of cases because the bulk of the cases, as you can readily understand, 
are handled through correspondence, and that necessitates the use of 
more clerks and typists to process the correspondence. 


ADDITIONAL EMPLOYEES REQUESTED, BY CLASSIFICATION 


Mr. Gary. Will you insert in the record at this point a list, by 
classification, of the additional employees that you anticipate employ- 
ing under this program. 
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Mr. Detx. Yes, sir. 
(The table requested is as follows :) 


Additional employees requested in the 1958 estimate, Internal Revenue Service 


Average 
Permanent number 
positions of all 
employees 








: | 
Field service: | 
Coll 1 officers : . 69 63.3 
Offi ce litors 200 150.0 
Cl rks (collect ion of revenue). 1, 501 1, 305.4 
Clerks (audit of tax returns) -.- 160 138.9 
Total__. ibe Sei 1, 930 1, 747.4 
Nationa ul offi Ee 
lechnicians (tax rulings and regulations 37 37.0 
Techn icians (statistical reporting ,e 7 7. 
Clerks (statistical reporting 2 65 65.0 
Total... ‘ , 109 109.6 
Gross increase ‘ é 2, 039 1, 856.¢ 
luct (adjustment in bass 
Reduced employment requirements through management improvements 107 107. 
erage position t thr gh absorption of increased personnel cost. 670 38 0 
Reduction in farmers gasoline tax refund program (temporary only) 60.0 
ta 777 822 
\ iest 1, 262 1, 034 


UNIVERSITY OF MICHIGAN TRAINING PROGRAM 


Mr. Gary. Mr. Harrington, last year this committee pointed out to 
you that some of its staff investigators had reported to us that they did 
not think your tr: Lining program at the University of Michigan was 
as effective as it might be. I notice you have abolished that program 
during the year. 

Mr. Harriner Yes 

mr Gary. A nd. have substituted other training methods. Will you 
give us some details as to the training methods you are now employing! 

Mr . Harrtneron. Well, would you like to have me explain why we 
discontinued the University of Michigan program ? 

Mr. Gary. Yes, I certainly would. 

Mr. Harrineron. That course at Michigan was designed for ad- 
vanced training of revenue agents, mostly: there were a few collection 
officers in there. 

This committee I appointed included these three p eople. T had an 
educator, Mr. L. Hart Wright, of the Universit Vv of Michigan: I had 
a partner of a big accounting firm where they have problems similar 
_ to ours; and I had one of our Internal Revenue people. They made an 

exhaustive survey. They traveled all over the country and talked to 
the people i in the offices, with executives, with students from the school, 
and they found this: They found that the boys that went to Micl higan— 
they could only take about 400 a year, 200 each semester—t hey found 
the boys that went there went at considerable financial sacrifice and 
personal sacrifice. They were young men, most of them hi of families, 
small children, and being away from their families so long and at some 
financial sacrifice was a hardship for them. Then some of those that 
came out of the courses were telling the boys in the office, “Don’t apply 
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for that course. It is too much of a strain. I wouldn’t do it again if 
[had to think twice” and so on. ; 

We also found that the courses given at the U niversity of Michigan 
were the regular courses in the Business Administration School. courses 
such as a man would take if he wanted to be an accountant in an 
industrial organization or a publie accountant. That, I think, is 
naturally so because the Universit v of Michigan could not be expected 
to introduce in their curriculum a course tailored exac tly to our needs, 
with the uncertainty as to just how long the program was going to be 
in force and so on. 

We found also that we were getting about 400 agents a year trained 
out of a total force of about 11,000. 

So we decided that because we were drying up our source of supply; 
because the boys were not too interested in the course; because the 
course was not tailored to our needs; and because we could only take 
care of a portion of our force in this way, this was not the way to do it. 
But we told the committee we wanted them to tell us whether we should 
continue with Michigan, and if not what we should use as a substitute, 
because we recognized the need for advanced training. 

We have a comprehensive report. Here isa copy of the report, which 
we will file with you. 

PROPOSED TRAINING COURSE 





They have recommended a course of training tailored specifically 
toour needs which would include adequate courses in law, research, 


how to use the tax services. It will incorporate the present basic 
trainee course we have for the new pe ople, and will carry these people 
along until they reach grade 11, which is the grade we have established 
as the journeyman grade, And we will encompass the entire 11,000 


people in this, It will be done, instead of at one site as at the Uni- 
versity of Michigan, at from 22 to 25 sites over the country. We are 
in the process now of locating those sites. Many of them will be in 
our offices so that there will be a minimum of traveling. We will elimi- 
nate th e o} ) jectiol } that the bovs have to 90 to substantial sacrifice to 
take this course, because the boy ; will be able to do it in their own home 


cities toa la wee extent. and we will eliminate a substantial amount of 


per cl iem pi to them to go t« » Michigan. ‘ 
The courses 7 Tialee Teed shortened. Instead of 16 weeks. the course is 


amore intensive one of 5 weeks. That involves, Mr, Chairman, build- 


ing a complete new course, 


It involved writing up the courses and writing up the instruction 


-_ 


books. That is in the process of development now. We have & corps 
of people who are working. writing up courses of various sections of 
the curriculum. Mr. Wrieht himself is writing up the section on law. 

This involves making arrangements for sites throughout the coun- 
try, and it involves getting our instructors together. We are going 
to use instructors from the Servic We are not going to employ 
outside people. We are going to select from 40 to 50 people through- 
out the country, and make instructors out of f the mm. They are going 


to be brought into the national office and given a 2-week course on how 
to handle this course. 

The target date on this is June of 1957. We think by that time we 
will have it ready to go into effect, just about the time we are bring- 
ing in the new revenue agents. 
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Now, I am not familiar enough with the details of this to tell you 
exactly what curriculum we will have, but I know essentially it is go- 
ing to be designed to take these people as they go from grade to grade 
and train them in the responsibilities they have as they go into more } 
complex auditing and the problems they are going to face in inter. 
pretation of the law and regulations, and so on. 

That is about all, unless you have something you want to add, Mr, 
Delk. 

Mr. Dex. No, sir. 

Mr. Harrrneton. That is a general explanation. I cannot give 
more detail than that 

Mr. Gary. You are going to conduct the school yourselves, and not 
get somebody outside to conduct it. 

Mr. Harrirneron. That is correct. We think we can do it cheaper 
that way. 

Mr. Dexx. I think we should point out there may be some places 
we may not have sufficient space and we may have to contract for 
space, but the instructors will be ours. 

Mr. Harrtneton. It will be an inservice job. We are going to doa 
better job. This course is one of the finest things I have ever seen. 

Mr. Gary. I should think that would be a very great improve. 
ment over the other method. 

Mr. Harrineron. It will be. 

Mr. Gary. It will be more extensive and will take in more of your 
employees. 

One of the criticisms our staff investigators made was that the course 


was not just exactly what the men needed for their particular assign- | 


ments; that rather than getting an intensive course on how to better 
handle their jobs, they were getting general courses on academic mat- 
ters, which were of course zood——— 

Mr. Harrmeton. That is right. 

Mr. Gary. But were not meeting their specific needs. 

Mr. Harrtneton. That was our principal objection, Mr. Gary: 
that the courses were not tailored to our particular needs. We felt 
that the boys were wasting their time in studying accounting in gen- 
eral. whereas they should be learning how to apply accounting to the 
auditing of tax returns, for example. 


COMMITTEE ON TRAINING COLLECTION OFFICERS 


TI might say this: We are talking about the revenue agents here. We 


| 


are not neglecting the collection officers or the special agents. We | 


have in process now the organization of a committee to do the same 


job for the collection officers that these people did for the revenue | 
agents. We have 5.900 collection officers, and we want to see that they | 


get the best type training we can give them. 


As soon as I get the committee appointed, we will have a commi 
A I get tl mitt ted ill hav mmittee 


to work on that phase of it. 


EXECUTIVE MANAGEMENT COURSE 


Mr. Gary. Then you also have a management course. 
Mr. Harrrneton. Yes, we have a management course. This will be 


the second year of it. It started early in January. The boys work 5 
days a week. 
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ou We bring in outside people to lecture to them and talk to them about 
- | management techniques. We have 16 in the course, selected from all 
de} over the country, interviewed by this committee I mentioned in my 
we } statement. They are being trained specifically for the assistant direc- 


ar-| tors’ jobs. We expect that as the vacancies occur the men who will be 
appointed assistant directors substantially will come from the men 
fr. } who graduate from this course. Some of the boys who graduated last 


year—and we had 11 graduate—are now serving in the district offices. 
That is what we call the executive- development course. 


ive In addition to that, we have had a supervisory course during the 
summer, for a couple of weeks at a time, in three locations in the 
ot f country, where we brought in the assistant regional commissioners, 
supervisors, and branch chiefs, and gave them some training. 
ver 
COST OF TRAINING PROGRAM 
ces 
for Mr. Gary. How is the new training program going to compare in 
cost with the University of Michigan program ? 
oa | Mr. Harrincron. We have no figures on that. Do we have any 
_ | estimate? 
ve- Mr. Hume. I think generally it was the consensus of the committee 
| that it would cost no more. It may cost us less, because of the elimi- 
nation of certain of the expenses, such as the heavy travel, or long- 
mur | distance travel. 
Mr. Harrineron. And the lesser per diem, because a lot of the boys 
ree | Will be able to take it in their hometowns. 
on: | I do not think we are in a position yet to make an accurate estimate 


ter | ofthe cost. 


at- Mr. Dex. I might state this: This course we are putting in en- 
| compasses several courses that we have been giving. It encompasses 
| the Michigan program, in that it follows all the way up to the ad- 
|. vanced technical training: it follows the man from the time he comes 
ry: | in,and gives him training as he gains experience and develops; and it 
felt | makes him susceptible to better training at certain points in time. 
en- Therefore, it is hard to compare the costs. For that part which may 
the be attributed to the same objective as the Michigan program we ex- 
pect to do that part for less. We will be spending as much money, 
but we will cover more material. 
Mr. Harrrmeron. I would like to file this report of our special 
l committee with your committee, if you would like to have it. 
We Mr. Gary. Thank you, sir. 
We (The report was submitted for the committee files. ) 
ume 
nue | IN-TRAINING TIME 
hey 


Mr. Gary. How many man-hours or man-years of the budget aver- 
tee | =ageemnployment will be consumed by in-training status ? 
: Mr. Hume. We are not far enough with our plans with the spe- 
| cific sites, courses, and so forth, to be able to give you a specific answer 
on that, Mr. Gary. 


EFFECT OF HIGHWAY REVENUE ACT ON COSTS 
I be 
k 5 Mr. Gary. How does the Highway Revenue Act cause an increase 
in the work of the Service? 








136 


Mr. Harrrneron. Mr. Stowe, have you gotten into that Highway 
Revenue Act and its effect on our budget ? 

Mr. Stowe. Of course, Commissioner, it makes for a substantially 
increased workload in the Collection Division because of the number 
of people who must pay the taxes imposed by the Highway Act, 
There is a tax on trucks and similar vehicles, which are taxed under 
the Highway Act. 

Mr. Gary. Do you collect all of the taxes under that act? 

Mr. Stowe. Yes, sir. 

Mr. Harrinetron. We collect all taxes, I think, in the Government. 

Mr. Gary. Do you have the enforcement provisions, the check- 
ing up? 

Mr. Srowe. Yes: that is true, sir. 

Mr. Gary. ‘In other words, the Internal Revenue Service has com- 


plete charge of the assessment and the collection of the new highway 
taxes ? 


Mr. Harrineron. That is right. 


NEW REGULATIONS AND FORMS UNDER 1954 CODE 


Mr. Gary. Are the new regulations, tax forms, and instructions 
under the 1954 Code now complete and released ? 

Mr. Harrtneron. No. As I understood the status the last time I 
checked on it, it was that they were about 60 percent completed. Mr. 
Delk, I think, can give a better report on the status. 

Mr. Deix. A count of the actual regulations by number—and some 
of them entail more work than the others, so it is not a proper evalua- 
tion—shows that there is about 68 percent out and published. There 
is about 90 percent of the basic work done in drafting the regulations. 
There is a protracted procedure for that, in that they have to be pub- 
lished and hearings have to be held, and objections ‘and criticisms by 
the various interested people and groups must be considered. There 
is a part of them in that status at times. 

It has been estimated by us that about 90 percent of the basic job 
of drafting and creating the regulations has been completed. 

Mr. Gary. What is the possibility of transfering some of the em- 
ployees who are working on these regulations and ‘tax forms and in- 
structions to some of this other work, for which you are requesting 
additional employees? 

Mr. Derk. There is a problem, Mr. Chairman, of this type: We 
have before us many demands for specialized activities on our part, 
to create special tax guidance material in the nature of the one that 
has just been published. We just completed our work, on the request 
of the committees of Congress and the Commerce Department, for 
small business, which has just been published. We have a number 
of those we have not been able to work on. 

I might say another one is the farmers’ tax guide. We have many 
like those we have not been able to work on, because of the demands on 
this limited group of personnel who are working on the regulations, 
for these special projects. 

There are several committees of Congress now considering and 
working on legislation, with whom these same people must work. 

At the same time, we are getting now the first influx of the dificult 
type of rulings or requests for rulings under the regulations already 
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published, and rulings which are necessary in advance of regulations 
where there are hardship cases. This, in addition to procedures that 
we have found it necessary to install—one at the request of the Forand 
committee—has absorbed this type of technical personnel. It is sim- 
ply a question with us of where to deploy the inventory of personnel 
we have. The demand is just almost inexhaustible, particularly now 
since we have created some of these special-guidance, technica] mate- 
rials. The demand for more of these is tremendous. They have be- 
come very helpful and they will become helpful all down the line 
through the enforcement field and all, as the taxpayers take advantage 
of them and more accurately prepare their returns. 

So it is with us just a question of where we deploy them. 

Mr. Harrineton. Is it not true, Mr. Delk, in answer to Mr. Gary’s 
question, that this particular Technica] Division is shorthanded now ? 

Mr. Detx. That is correct. 

Mr. Harrtneton. They are crying for more people. That is a very 
highly technical operation, and it is not easy to get qualified men in 
there. 

We have a problem on our tax-exempt organizations, just the same 
as that you mention in our Technical Division. We have a big back- 


. log of requests for rulings on whether an organization is tax exempt. 


RULINGS AND ADVISORY OPINIONS 


Mr. Gary. What is the status of your rulings and advisory opinions 
resulting from the new code ? 

Mr. Deix. We have fallen slightly behind our status of last year 
because of the additional work that we had to do, primarily with the 
drafting of other regulations and the legislative processes that are 
going on in contemplation of new legislation. This makes for a very 
heavy demand on our work. We have already added some personnel, 
by revising our 1957 program. 

“Mr. Gary. Have you had an increased number of requests for rul- 
ings and advisory opinions because of the new 1954 tax code? 

Mr. Detx. I would not say that we have had a material increase as 
such, but what we are getting are the difficult questions which take pro- 
tracted research and study in order to handle them. That is what is 
really creating our trouble. It is not the number, but rather it is the 
complexity of them and the fact that they are new. We have no 
precedents. We have not yet the court decisions to guide us. These 
require very deliberate cons sideration. 

We have found that the productivity per man is not up to, by 
numbers, what we have been accustomed to from the rulings earlier. 
These require much more research and development. 


TAXPAYER TRAINING 


Mr. Gary. What is the status now of your taxpayer-training course, 
such as the school programs that you were conducting and other pro- 
grams of that nature ? 

Mr. Harrtneton. Well, that program is expanding all the time, Mr. 
Chairman. We have our program now in thousands of schools. I 
have forgotten the exact number, but we got a great deal of material 
out last fall and we had thousands of applications from schools to use 
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it. They are building it right into the curriculum, as you know, in the 
high schools, the parochial schools, and some of the colleges. 
My answer to you would be in general that that educational program 


is developing and being expanded. We have one man in particular, I | 


understand, who is traveling around the country talking to school 
principals and explaining our program to them and encouraging them 
to take it on, because we feel that the more we can educate these youn 
people in school as time goes on the better qualified will be the tax. 
payers we will have who will prepare their own returns. These 
youngsters can go home and show their parents, for example, how to 
make out their returns. 

All of that means money in the bank for us, because it reduces the 
amount of direct assistance we have to give. 

Mr. Dex. I might add a development to that. There is great 
interest on the part of groups and large organizations, it having been 
generated by this program which was begun in the high schools. We 
have a policy that those large organizations who will send a repre- 
sentative to us we will train the representative for them, on this course, 
and he in turn may go back and give the course to the group. This 
has been taken advantage of by unions, as well as large business organi- 
zations. 

Mr. Harrineron. And also the agencies of the United States 
Government. The military have sent men over to be trained. 

Mr. Dex. Yes, sir; and all the departments and agencies. 


SERVICE CENTERS 


Mr. Gary. If the service centers are operating satisfactorily, where | 


is the backlog or delay point in issuing refunds? 

Mr. Harrineton. That is Mr. Stowe’s Operations Division. Is there 
a backlog ? 

Mr. Dev. I think I can give that. 

The backlog, Mr. Chairman, is that which is really involved in cor- 
respondence, rather than a mechanical processing of the refund. 

In other words, it is where there is a failure to sign a return, ora 
failure to give the information with respect to dependents, or a failure 
to outline in sufficient detail deductions claimed for medical expenses, 
charitable contributions, and so forth. ‘The real backlog is where there 
is something to be done with the taxpayer before the refund can go 
forward, and not where everything is all right on the face of it. If 
the return is all right, then it can be mechanically processed. Those 
are oO in a wel l. 

Mr. Gary. How are the service centers financed ? 

Mr. Denix. The service centers were financed by taking the amount 
that we would have utilized for temporary employment during the 
filing period, plus certain of the permanent positions that were at- 
tributable to work being carried on in the service center, and those 
funds were transferred to the service center out of the districts which 
are feeding to it. 

Mr. Gary. Who has the immediate supervisory responsibility ? 

Mr. Harrineron. For the service center ? 

Mr. Gary. Yes. 

Mr. Harrtneton. The regional commissioner in whose area the serv- 
ice center operates. For example, in Northeast it is under the super- 
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yision of the regional commissioner of Boston, and Kansas City is un- 
der the supervision of the regional commissioner of Omaha. 

Mr. Gary. Does it serve more than one region ¢ 

Mr. Harrineron. Oh, yes. For instance, I can give you the illustra- 
tion of Northeast. Northeast, which is under the supervision of Bos- 
ton, because it is located at Lawrence, Mass., has a service center 
which services all the 6 New England offices, the 3 New York City 
offices—upper Manhattan, Brooklyn, and lower Manhattan—and 
offices in the Philadelphia region, Newark and Camden. 

Mr. Gary. Do you have any conflict among the regional directors 
because of that fact? 

Mr. Harricron. Apparently not. I have not heard of any 

Mr. Stowe, have you heard of any conflict between district directors 
because we are going into districts in other regions / 

Mr. Srowr. Not by reason of that; no, sir. Actually, the directors 
to whom I have talked have weleomed the assistance whic h has been 
provided by relieving their offices of he mass processing operations 
which the service center has been able to take out of the district 
office, thereby enabling them to do more ae the work which still 
remains in the district. 

Mr. Gary. Is there any conflict as to which one of the district. direc- 
tors shall supervise the service, if it covers several districts? 

Mr. Srowre. No. I know of nothing of that sort, Mr. Chairman. 

Mr. Dex. I think I may know what the chairman is talking about. 
In the beginning this w: as a new idea, and when it was installed there 
were a great deal of misgivings—I do not think it was between regions, 
because in the first one it was within one region—by the directors over 
the system on the basis that they would not be able to keep control 
over their work at all times and it would have to be sent to the 
service center and then come back to them. Until they became ad- 
justed to it, and we had them visit the service center and see the 
work and they had experience with it, they were a little bit anxious 
up until then as to whether it would operate effectively. 

Then I thi nk, again in the initial procedures— and bear in mind 
there was no prior experience with this—there were some procedures 
which did not work well and created misgivings on the part of these 
directors. I think that may have caused concern at that time, but so 
far as I know now that has all been cleared up. 

Mr. Gary. Is that not the reason for seme of your delay in answer- 
ing informational requests? Is it possible that, when an inquiry comes 
inconcerning a certain tax return, that tax return is not in the office of 
the director but is in the service center / 

Mr. Detk. That could be so if it hit fast enough behind tl 
These returns are not in the service center very long. 

As I say, in the beginning of this there was a longer delay in the 
service center and there were some complaints over the very thing you 
have asked about, but I know of none now. 

Mr. Stowr. May I interject a comment with respect to the initial 
question of Mr. Gary ? 

Ihave just returned this morning from a meeting up in Massachu- 
setts of some 15 directors; the directors of the New E ‘ngland region, the 
New York City area and the Pennsylvania region. In the group was 
the director of the Northeast service center. 


1e return. 
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Now, among the district directors who were present at that meetin 
were the directors who are directly affected by the operation of the 
Northeast service center, and I did not hear one single complaint from 
any of those directors about their relationships with the service center; 
and, with the presence of the director of the service center, I think it 
would have been reasonable to expect if they had had any serious com- 
plaints that they would have been aired. 

Mr. Gary. Off the record. 

( Discussion off the record.) 


ALCOHOLIC AND TOBACCO TAX REGULATIONS 


Mr. Gary. What are your changes in regulations on liquor and 
tobacco industries? You referred to some changes, I believe. 
Mr. ee Yes. | 
Mr. Stowe. Primarily it is an attempt, Mr. Gary, to minimize the 
amount of supervision of the producing elements of the industry, to 
modernize and streamline our controls. In other words, our alcohol 
and tobacco tax people feel that there has been too much of what they 
call “looking over the shoulder” in terms of having an alcohol-tax man 
then to supervise every step of the operation in the distilling and brew- 
ing plants. 
What we are trying to do is to simplify the procedures by reducing 
the amount of necessary supervision, by converting to periodic reports 
rather than metering processes and similar devices, which would 
modernize our regulation and control of the industry and at the same 
time minimize the cost of supervision. 


Mr. Deck. Mr. Chairman, this was in great detail in the code up | 


until the 1954 code. In part that great detail of how a plant must 
be supervised was revised, but in part it was not. That is now ap- 
parently the concern of the Forand committee, and we anticipate the 
legislation that they will be coming forward with. 

This part of the code has not been revised for many, many years 
and today the processes in these distilleries are different, and provide 
the basis for different control than the minute supervision of even 
the opening and closing valves and everything in the plant, thus 
reducing supervision by one of our men formerly required by law. 

Regulations are required, also. When these revisions are made we 
are prepared with regulations to permit us to withdraw that type of 
supervision. It is not now necessary. We have already anticipated 
some of this, and as soon as it goes into effect we will be able to take 
more advantage of it. That is what we are referring to here. 

It has been our policy as we can make savings in this area to put the 
savings over in the enforcement area, rather than to ask for increases 
there. In part these are showing up in the additional performance 
we have shown in the budget year. 


SPECIAL TAX COLLECTION SITUATIONS 


Mr. Gary. Last year we had a rather prolonged discussion before 
the committee on the Joe Louis case. W hat has been done to prevent 
Rocky Marciano and Floyd Patterson and other conte mporary fiehters 
from falling into the same situation that Joe Louis got into? 

Mr. Harrrneron. This should be off the record, I think. Is it all 


right with you to have it off the record ? 
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I think we can answer it generally and then discuss it. 


Mr. Harrineron. I will start off on it, and then these two gentle- 


men can pick it up. 
Mr. Gary. 


right, but I do not know of any. 
Mr. Harrincron. Well, as I see it. it would probably require legis- 


It has been studied by the staffs 
of Treasury in cooperation with the Internal Revenue Service. 


lation. 


There are some difficulties involved under the present law. 


‘The matter 


is being studied. 


If there is any reason for having it off the record, all 


Under 


the present code there is not much, if anything, that can be done 
because the self-employed person is not. subject to withholding, and if 
he were subject to withholding and if any legislation is contemplated, 
in the consideration of that legi slation they have to consider just how 
they would : ap ply the withholding. 


to get the money while they have it, 


That is the only 


way I know of 


because of the fact that a fighter 


or any athlete is required only under the code to file his tax return at 
the end of the year and report all of his income and all of his deduc- 
So that if he has one activity, like a prizefighter 


tions for that year. 


having one fight, 


that goes into it. 


that gets into his tax return as gross income, 
against that he has all of 


but 


his training expenses and everything else 
So in determining how much his net income is for 


that year you create an almost impossible situation when you are 
attempting to make that estimate, 


would have to be considered. 


So the question of withholding 


I think, on the basis of withholding from 


the gross income rather than the net income, because I do not see how 


any 


Mr. 


(GARY. 


man could determine his net income, 
just how many particular ventures he may have during a year. 
may have one fight in January, and may not have another 
or another in the fall, « 
the year is dependent upon his activity. 

My understanding is—and I may be wrong about it— 


or he may have 


only the one. 


because he does not know 


He 


until June, 


So his income for 


that one of the great difficulties about the Joe Louis case was that he 
filed his returns and claimed certain deductions, but several years 
after he had finished fighting the Department checked his returns, 


disallowed certain deductions and thereby increased his tax. 
time his earning power had been gre: atly diminished. 
could check, just to be specific, 


now. 


Mr. 
Mr. Gary. 


HARRINGTON. 


That is right, 


we could. 
He will be fighting for the next 2 or 


By that 
Cert: ainly you 


2 loyd Patterson’s returns for last year 


oO vears. 


Have you taken any steps to see that his tax return for 1956 is 


checked immediately, 


Mr. 

Mr. Dex. 
Mr. Gary. 

illustration. 
Mr. Dr LK. 


because he 
We have alerted the organization to follow and be more 


Do you want 


is the outstand 


to answer 
We have alerted our organization to stay 
on top of these and, to answer you spec ‘ifically, 


that, 


ves, 


Mr. 


so that if there are any changes or he does owe 
any additional tax it will be determined immediately, 
his fighting career ? 
HaArrineron. 


before he ends 


Delk ? 
more currently 
we are, 


When I say Floyd Patters son, I use his name simply fo 


ing figure in pugilism today. 


prompt in determining these things : and t: iking action on them. 


Mr. Gary. 


That would apply not only to pugilists, but also to actors 


baseball players, and various other groups which have relatively short 


lives, so to speak, in their professions. 


When a person, who is adept 
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at a certain profession, reaches the time that his age puts him out of 
that profession his earning power diminishes. In a great many in- 
stances unless you do get your taxes while he is earning at his maxi- 
mum, you will not get them at all. As I understand it, that is what 
happened with Joe Louis. 

Moreover, it is to their interest that their tax hability be determined 
while their earning power is high so that they will not be saddled with 
a tax burden later that they are unable to bear. 

It seems to me that every effort should be made in this regard. 
Frankly, I think that some withholding tax method should be worked 
out, if it can possibly be done; but if it cannot be done at least the 
Department can see that these returns are checked promptly and the 
final tax determined promptly, before these people lose their earning 
power. 

Mr. Harrtneron. I think that is correct, Mr. Gary. It would have 
to be done, in my opinion, on a selective basis, because we have the 
problem of allocation of manpower. We have a certain area that we 
have to cover, and we attempt to allocate our activities into the areas 
which are most productive, and also to cover the whole range of our 
responsibility in determining tax liability. So I do not think we would 
want to say as a general thing that we are going to take a certain pro- 
fession and make a particular effort to get those returns audited, as 
opposed to the general routine procedure that we adopt. I think it 
would have to be very carefully screened, in other words. I do not 
think we would want to take everybody in that activity, who had a 
particular location or national prominence e. Wemight take something. 

Would you go along with that, Mr. Stowe ? 

Mr. Stowe. Yes, sir. Perhaps I can amplify a little bit both what 
you have said and what Mr. Delk said. 

In the first instance, as the Commissioner has indicated, Mr. Chair- 
man, we do have a problem in terms of establishing a basis for with- 
holding. The professional athletes, the actors and people of similar 
activities are involved here, and by reason of the present definitions 
the terms “employee” and “emplover” in the code it is difficult to es- 
tablish a basis for withholding. That is a matter which is under ac- 
tive current consideration. 

Part of the difficulty lies in the fact that many of these people have 
very substantial business expenses which are proper deductions, and 
hence withholding on their gross income might work an extreme 
hardship. 

Now. speaking more particularly as to what we have been doing, 
as Mr. Delk stated, our people have been alerted to this situation. The 
Louis case, as you will recall, arose initially in 1947 and 1948, at a 
time when we had a rather limited experience with the withholding 
situation. More recently we have certain instances where people— 
for example prizefighters—have had a bad collection history and we 
have stepped in, either by levy action or by agreement with the tax- 
payer and arranged to have a part of his purse or prize paid over to 
the director against the outstanding liability. 

Of course, if the particular taxpayer has had a good history of re- 
porting and collection, it is somewhat difficult to convince him that 
he should be treated differently from others who are in his same in- 
come category or his same professional type of activity; but our peo- 
ple are alerted to the situation and in specific instances we have taken 
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very aggressive action to require people who are delinquent in paying 
their taxes to apply their purses or other current income to the pay- 
ment of their outstanding tax liabilities. 

Mr. Gary. I did not want to limit this to any particular profes- 
sion Or any particular group. It is an individual situation. My 
thought is that where you know any individual has an unusual earn- 
ing power which is, by reason of the employment he is in, bound to be 
relatively short in duration, then it seems to me every effort should 
be made to audit his returns promptly. 

Mr. Stowe. Yes, sir. 

Mr. Gary. Each year, so that his tax liability will be determined 
before he reaches the time when his earnings decrease. 

Mr. Srowe. You are quite right, sir. 

Mr. Gary. Because if one of those individuals has a high earning 
capac ity in 1956 and that continue 's through 1957, by « ‘hee cing his 1956 
return you could at least demand payment of that final ‘tax for 1956 
out of the 1957 income, and his li: ibility would not increase each year 
over a long period of time. if, on the other hand, you wait 3 or 4 or 5 
years to exan ine that tax i and you find out then that he owes 
not only additional taxes for 1 year but for 3 or 4 years, and in the 
meantime he has ceased to earn a comparable amount, you are just 
sunk. 

Mr. Srowr. You are quite correct, sir. 

Mr. Gary. I can see in checking the returns for those people there 
would be a considerable question as to what proper deductions should 
be allowed for them, and matters of that kind. My thought is that cer- 
tainly those questions ought to be determined promptly and the tax 
liability fixed. If it is not paid, then subsequent income could be at- 
tached and it could be collected, before the earning power dwindles. 

Mr. Harrineron. I think you are absolutely right on that. 

Mr. Stowe. May we go off the record a moment / 

Mr. Gary. Yes, sir. 

(Discussion off the record. ) 


TAXPAYER IDENTIFICATION | 

Mr. Gary. What is being done toward establishing a file in the In- 
ternal Revenue Service which will identify each taxpayer and permit 
the Service to maintain continuity of taxpayer records and documents? 

Mr. Srowe. I will try to answer that, Mr. Chairman. 

We have been conducting an experiment for many months in one 
of our district offices on what is known as an historical file for each 
taxpayer. I think this addresses itself to your question, if I under- 
stood it correctly. That pilot operation is still in process. There have 
been some indications that it is something less than satisfactory from 
the standpoint of the district people, but we have not yet brought it to a 
close or attempted to make a final evaluation of it. We are still study- 
ing the problem. 

Mr. Gary. At the present time, unless the local office maintains 
a handposted cross index, no taxpayer's return for a given year can 
be compared with his return for other years or with informational 
type correspondence; is that ~~ true / 

Mr. Srowr. I do not think it is quite true, Mr. Chairman. In the 
auditing of the returns bial are selected for examination there is 
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available, within certain time limits which are imposed with respect to 
the destruction of files and returns, a historical file of the returns of 
that particular taxpayer and the adjustments which previous audits 
have disclosed. 

Mr. Gary. That is only for the audited return. 

Mr. Stowe. That is right, sir. 

Mr. Sreep. Mr. Chairman, will you yield there? 

Mr. Gary. Yes. 

Mr. Sreep. Have you given any thought to giving the individual 

taxpayer an identification number something like the social-sec urity 
numbers ¢ 

Mr. Srowr. That has been considered, Mr. Steed, and it has been 
given some thought. Again, we find some practical problems which 
we have not been able to solve satisfactorily, but we are studying that 
problem. 

Mr. Sreep. It would seem to me that you would almost have to have 
some numbering system of that sort, because the names and addresses 
would be pretty hard to keep up with. 

Mr. Deck. I might comment on that. That is a part of the system 
which the chairman brought up a moment ago, covered by H. R. 7770. 
In order to handle that mechanical system, you would have to in part 
have numbers as a cross check to names. That would be done. Even 
though they: may not have a social-security number it would entail 
assigning to employers and employees not otherwise covered by social- 
security numbers compatible for the purposes of coordinating the 
material. This, at one time, met with some concern, but is becoming 
a lesser factor all the time. People are beginning to recognize that 
it would be a desirable thing in many respects; that there might be 
better coordination of their affairs, and control. 


BACKLOG OF INDEX CARDS 


Mr. Gary. You have here a table in the justifications, on pages 185 
and 186, indicating the backlogs which existed in fiscal year 1957. 
You have listed “index cards to file” and then you have in parentheses: 

(Delay in filing makes it difficult to locate taxpayers’ returns or accounts.) 


or 


And the number is 3,137,182. What does that have reference to? 

Mr. Srowe. That has refe oo e to the account record of the t axpayer 
in the Collection Division, but that is only a record of 1 year’s tax 
liability. 

Mr. Gary. It has nothing to do with the assessment, but only the 
amount of tax assessed against him ? 

Mr. Strowr. Yes, sir; that is right. The amount assessed and the 
amount of the payments and the amount of the outstanding balance. 

Mr. Gary. Off the record. 

(Discussion off the record.) 


WORKLOAD STATISTICS 


Mr. Gary. We will insert at this point in the record, with appro- 
priate headings, the workload data shown on pages 182, 184, 185, 189, 
190, 194, 196, 197, and 208. 
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Activity No. 1 
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Rulings and advisory opinions. - 

Regulations, legislative analysis, 
forms, and reports oe 

Research, analysis, and preparation of rulings 
for publication 


drafting, 


(The material referred to is as follows :) 
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1956 actual 


1957 estimate 
65, 000 


2, 500 


“~ 


4, 420 | 


1958 estimate | 


65, 000 | 


2, 00 


4, 420 


Rulings, technical planning, and special technical services, selected 
workload data, fiscal year 1956 through 1958 


1958 over (+) 
or under (—) 
1957 


The adjustment to the 1957 estimate in the workload item pertaining to regula- 


tions, legislative analysis, etc., does not reflect a decrease in workload. 


On the 


contrary, it is estimated that accomplishments in this area will be greater in 1957 


than they were in 1956. 


Activity No. 


through 1958 


Workload volumes: 

Tax returns filed 5 

Tax computations and verifications made 

Refunds and credits scheduled 

Notices issued for delinquent accounts and 
current installments due 

Taxpayer delinquent accounts closed 

Taxpayer delinquent accounts on hand, | 
end of year 

Delinquency and 
closed 


other investigations 


Fiscal 1954 


88, 852, 
58, 498, 
33, 074, 


000 | 
000 
000 


000 


23, 517, 
2 000 


2, 075, 


1, 309, 000 


, 238, 000 


Fiscal 1955 


2—Collection of revenue, work accomplishments 


| 
88, 650, 000 
57, 560, 000 | 


34, 420, 000 


18, 953, 000 


1, 863, 000 


1, 549, 000 | 


1, 863, 000 


Fiscal 


Fiscal 1956 


288, 000 
468, 000 
668, 000 


90, 
56, 


34, 


20, 320, 000 
2, 360, 000 


1, 509, 000 


The adjustment merely reflects a change in the method 
of counting items to be included in the workload figure. 


year 1954 


1956 over (+) 
| or under (—) 
1954 


+1, 436, 000 
— 2, 030, 000 
+1, 594, 000 


—3, 197, 000 
+285, 000 


+200, 000 


— 165, 000 


Selected workload data and accomplishments—fiscal year 1956 through 1958 


Volume in pieces, cases, etc.: 
Returns filed 
Tax computations and verifications 
Refunds and credits scheduled 
Notices issued for delinquent accounts and 
current installments due 
Taxpayer delinquent accounts closed 
Delinquency and other investigations 
closed 
Additional tax resulting from enforcement: 


Delinquent returns secured 

Tax increase resulting from mathem 
verification 

Taxpayer delinquent 


itical 


sccounts collected - 


1958 over (+-) 
or under (—) 
1957 





+ S00, 000 
+200, 000 
+1, 100, 000 


+-100, 000 


Millions 


1956 actual | 1957 estimate | 1958 estimate 
| | 
90, 288, O85 91, 750, 000 92, 550, 000 | 
56, 467, 778 59, 478, 000 | 59, 678, 000 
34, 667,846 | 36,325,000 | 37, 425, 0U0 
20, 319, 964 19, 500,000 | 19, 600, 000 | 
2, 359, 730 2, 500, 000 2, 500, 000 
1, 073, 007 1, 242, 000 1, 242, 000 
| 
Millions Millions Millions 
$7 $95 $95 
7 77 mi) 
825 SAD RI 
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Activity No. 3— Audit of tax returns; work accomplishments—Fiscal year 1955 and 
1956 


1956 over 


Fiscal 1956 Fiscal 1955 | (+-) or under 

(—) 1955 

Examined returns disposed of: Income, estate, and gift tax 

returns: Thousands Thousands Thousands 
Field audit 739 665 +74 
Office audit 1, 452 1, 150 +302 
Total 2, 191 1,815 +374 
Offers in compromise posed of_. 21 19 +2 

Additional tax resulting from enforcement: | Millions Millions Millions 
Additional assessments $1,176 $1, 303 | —$127 
Prerefund audit 74 34 +40 
Total 1, 250 1, 337 —87 


The fact that additional assessments in 1956 were $127 million less than in 
1955 does not mean that the audit activity fell off in 1956. On the contrary, 
additional tax and penalty recommended as a result of audit activity was 11 
percent higher in 1956 than in 1955; $1,271,000,000 compared to $1,143,000,000, 
There were three factors leading to the reduction in additional assessments from 
1955 to 1956 as follows: 

1. A temporary abnormal increase in 1955 in the flow of cases reaching assess- 
ment stage resulting from a drive to reduce backlogs and place case disposals 
on a more current basis. 

2. Many of the cases assessed during 1955 from this backlog involved tax years 
during World War II and immediately following with sizable interest charges 
on the additional assessments. 

3. The 1955 assessments included a few unusually large cases (as an example, 
one group of related income-tax cases involving approximately $30 million in 
additional assessments). 


Selected workload data and accomplishments—Fiscal year 1956 through 1958 


| | | 
| | 

| 1958 over (+) 

1956 actual | 1957 estimate | 1958 estimate | or under (—) 


} 1957 
vatican a sie - on pha . abi | eenasscsiineriaalll 
Volume in pieces, cases, etc., examined income, | | 
estate, and gift tax returns disposed of: | | 
Field audit 738, 911 776, 000 789, 000 +13, 000 
Office audit 1, 452, 287 1, 490, 000 1, 593, 000 | -+ 103, 000 
Total . ; 2,191, 198 2, 266, 000 2, 382, 000 | +-116, 000 
Offers in compromise disposed of aiea ada 20, 939 20, 000 | 20,000 | od 
Additional tax resulting from enforcement: 
Additional assessments million $1, 176 $1, 234 $1, 264 | +$30 
Prerefund audit ! do $74 $74 $74 ose 
Total 1_. os $1, 250 $1, 308 $1, 338 +$30 
1 Includes tax, penalty, and interest. 
Activity No. 4—Taz fraud and special investigations, selected workload data—F iscal 


year 1956 through 1958 


1958 over (+) 
1956 actual | 1957 estimate | 1958 estimate | or under (—) 
} 1957 


+500 
+200 


' 
Fraud cases 28, 577 29. 500 30, 000 
Enrollment investigations | 6,115 6, 200 | 6, 400 | 
| 
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Activity No. 5 
Fiscal year 1956 through 1958 


—Alcohol and tobacco tax regulatory work, selected workload data— 
































mi : i r ia Rn oe 
1958 over (+) 
r | 1956 actual | 1957 estimate | 1958 estimate | or under (—) 
ler | 1957 
} | | | 
= > | fa, a if. ee. 
Cases made - - ais 16, 656 17, 200 | 17, 500 | +300 
; Liquor-dealer investigations ge 128, 152 | 113, 000 | 113, 000 | a 
. Stills seized __ - 14, 499 | 14,000 | 14, 000 | 
i4 Mash seized (wine gallons) 8, 643, 208 | 8, 395, 500 | 8, 395, 500 | i 
302 Arrests 11, 380 | 11, 800 | 12, 300 | +500 
aie Inspections (includes dealers with FAA per- | | 
376 mits) - ‘ | 52, 072 | 52, 800 53, 800 +1, 000 
= | 
+9 ahaa sascha ata : wine : a a saleiaes me 
| Activity No. 6.—Taxpayer conferences and appeals, selected workload data— 
7 Fiscal year 1956 through 1958 
+40 a — ie aas cata tetas x ah a =a 
-87 1958 over (+) 
3 1956 actual 1957 estimate 1958 estimate | or under (—) 
| } 1957 
in its Maseevauee Aeae i maT a nt toa } earkaaa a a ok 
"v Case disposals __- ‘eis : | 18, 703 | 19, 800 20, 200 | +400 
y; | 
ll 



























Activity No. 7 


m “ . 
year 1956 through 1958 
' 
—— = . — oie 
ils 
' 1956 actual | 1957 estimate 
Ts , 
es | ie 
Litigation: 
! ' Tax Court cases (including courts of ap- 
e, ' peals and Supreme Court) - -- ae ; 5, 227 5, 300 
in | District Court cases es ‘ 1, 222 1, 280 
Enforcement 
eee ee Dalia 2; 716 3, 130 
i Alcohol and tobacco tax cases... _..---- 7,722 7,330 
| Claims: 
t Claims against estates, bankruptcy and 
- ; receivership proceedings, collections, lien 
j cases, etc... uid 3, (0 5, of 
: t 8, 764 8, 500 
+) f Review of overassessments and proposed 
~p refunds in excess of $100,000 os 302 320 
Technical: Technical! rulings and opinions._---- 2, 121 2, 300 
as Activity No. 8.—Inspection, selected workload data—Fiscal 
000 — 
000 —_ a 
1956 actual | 1957 estimate 
$30 Internal audit examination 272 285 
ae Applicant character investigations } 5. 659 4, 400 
. Personne] conduct investigatior 1, 527 SOO 
$30 Special inquiry investigations. 2, 000 
ait Tort claim and discrimination investigations 162 


Legal services, selected workload data (cases disposed of )—Fisca 


1958 over (+) 
1958 estimate | or under (—) 
1957 

5, 400 +-100 

1, 280 anand 

3, 220 +90 

7,350 +-20 

9, 000 +500 

320 


years 1956 through 1958 


1958 over, in- 


1958 estimate Crease ; oe 
under, de- 
crease ) 1957 
290 | +5 
4 400 
SOO 
2, OOO 


162 
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Activity No. 9.—WStatistical reporting, selected workload data—Fiscal years 1956 
through 1958 


| 
| 1958 over (+) 


1956 actual | 1957 estimate | 1958 estimate | or under (—) 





| 1957 
Returns and reports coded dante 647, 678 648, 000 878, 000 +230, 000 
as turns and reports transe ribed or edited_____- 290, 445 255, 000 485, 000 +230, 000 
Cards punched and verified PO dibeto nn aden 4, 168, 874 4, 040, 000 4, 284, 000 +244, 000 
Cards tabulated (machine passes) -- cn acl 85, 985, 449 67,000,000 | 68,000,000 | +1,000,00 
Cards converted to magnetic data tape_......-- 3, 603, 421 3, 600, 000 3, 844, 000 + 244, 000 
Statistical reports issued: 
Number of table pages_-__......-.-. eres 3, 305 5, 000 5, 000 ’ 
Number of text pages AES aie 1, 569 2, 000 2, 000 


COMPARISON OF AVERAGE EMPLOYMENT, 1949-58 


Mr. Gary. Then I will ask you to prepare and insert in the record 
a table of average employment by fiscal year of revenue agents, collec- 
tion officers, office auditors, and the portion of clerical staff apportion- 
able to activity No. 2, collections, from 1949 through 1958, a 10-year 
period. 

(The material requested is as follows:) 


Internal Revenue Service—Comparison of average employment fiscal years 1949-56 
actual, 1957-58, estimated 


Fiscal year Revenue | Office audi- Collection Collection | All other 


| Total 

ents! | tors 2 officers ! clerical 3 

| | 
1949 E 6, 876 | 2, 338 8, 455 17, 474 | 5, 491 50, 634 
1950 7, 396 2, 947 9, 461 18, 539 | 16, 068 | 54, 411 
1951 7, 806 3, 314 10, 176 19, 258 15, 708 56, 262 
1952 7,973 3, 361 10, 485 18,477 | 16, 040 56, 336 
1953 7, 621 3, 224 9, 712 18, 345 | 15, 694 54, 596 
1954 8, 628 2,774 8, 197 16, 998 16, 129 52, 726 
1955 10, 817 2,156 6, 037 17, 575 15, 238 51, 823 
1956 10, 888 2, 157 5, 741 17, 992 15, 904 52, 682 
1957 11, 034 2, 207 5, 877 18, 244 | 15, 823 53, 185 
1958 10, 893 2, 329 5, 859 19, 317 | 15, $21 54, 219 


| 


1 In years prior to 1955, some audit work was done by collection officers. 

? Prior to 1955 a substantial proportion of office audit time was spent on detail to collection clerical work; 
for example, in 1954 the equivalent of approximately 1,159 man-years could appropriately be subtracted from 
office audit employment and added to eollection clerical employment. (The collection clerical figures have 
been adjusted t» include these details for 1949-53.) 

Because of change in organization as well as changes in activity classification during this period, it has 
not been possible to compile employment data for the years 1949-53 on precisely the same basis as for 1954-58, 
However, it is believed that the relationship between these figures is sufficientiy comparable to indicate 
that increases in this force have in no way been proportionate to the increases in workload brought about by 


(1) the greater number of examinations by an expanded agent force, (2) the installation of basic accounting 
control, and (3) the many items of additional work imposed by new legisla itior, such as broadening social- 
security c>verage to include household workers, farm employees, and self-employed people including farm- 


ers; penalty provisions; additional refunds; etc., etc. 
STATISTICAL TABULATIONS OF BUSINESS TAX RETURNS 


Mr. Gary. What is the program for statistical tabulations of busi- 
ness tax returns ¢ 

Mr. Detx. Mr. Chairman, the basic raw data for forecasting na- 
tional income, national gross product, and so forth, by and large, 
comes from analysis of the tax returns. In addition to that data there 
is need for analyses of specific types of transactions in returns for 
various congressional committees and for various activities of the 
Department of Commerce, Bureau of the Budget, Treasury policy 
staff, and the Council of Economie Advisers. This we have not been 
able to furnish in many instances, The increase we have requested 
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js applicable to these requests. We recognize they are necessary and 
have asked for funds to do that specific analysis work as distinguished 
from the general statistical work done for fiscal management and 
reporting. This increase is for these specific requests. 

A small amount will be necessary in expanding the base of the 
statistics. ‘That means this. The number of returns is increasing. 
A given number of returns that are pulled as a statistical sample is 
reaching a point where it is in danger of not representing a true sam- 
ple. For instance, if 500,000 at a given number represents a sample, 
if the total number of returns increases, 500,000 may not represent 
a true sample. In part this increase is to increase the base of that 
statistical sample. 

IMPROVEMENT OF QUARTERS 


Mr. Gary. Mr. Harrington, I believe you said you are improving 
your quarters / 

Mr. Harrineron. Throughout the country ? 

Mr. Gary. Yes. 

Mr. Harrineron. Yes. We have developed a program on a nation- 
wide basis, based on the survey which we took. We have presented 
that program to the General Services Administration, and to the 
extent they are able to finance them, we will get new quarters 
gradually. 

We have great need for improving our quarters. You may or may 
not be familiar with the situation in Richmond. 

Mr. Gary. I saw in the papers the other day they had just acquired 
a new building. I understood they had to do a great deal of work 
on it. 

Mr. Harrrneron. Oh, yes. 

Mr. Gary. I was very much interested to see that. We have needed 
something of that kind in Richmond, because the activities of the 
Service in Richmond are scattered all over the city. You have to 
go from one place to another if you have any business to attend to 
with the halvins and I was very glad to see that you had acquired 
a building and were going to house the entire activity in one build- 
ing. I think that isa great step forward. 

Mr. Harrincron. We have moved along on that. We have moved 
into a new location in Lower Manhattan, where we have consolidated 
all the activities in one office. We moved in there in December. 

We are going into a new office in Albany. We are going into a new 
office building in Oklahoma City. Gradually we are getting the Serv- 
ice In proper quarters. 

Richmond was an outstanding example of the difliculties and the 
costly work we were up against in handling the activities in half a 
dozen locations. But, as I pointed out in this statement, we need build- 
ings which will enable us to have adequate conference rooms and wide 
open spaces for handling the routine operations. We find some of 
our oflices with inadequate conference rooms, and taxpayers object to 
sitting at a desk and discussing tax matters with one of our employees 
When perhaps a competitor is sitting within hearing distance in the 
same room. We have had some taxpayers walk out and say they were 
not going to discuss their tax problems there; that they wanted privacy. 

lt will take a few years to work this out, but we are de veloping a 
program. 
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METHOD OF ACQUISITION OF BUILDINGS 


Mr. Gary. How are the buildings being acquired? Is it under the 
lease-purchase plan ? 

Mr. Dex. The General Services Administration acquires these in 
several ways. They may lease a building. They may make arrange. 
ments in a F ederal building by moving others a and consolidating 
us in larger areas. That is virtually under their control. We, of 
course, plead Ww ith the m for certain accommod: ations, but the e ontrol j is 
with the General Services Administration. They have available the 
lease-purchase plan and they have certain opportunities for leasing, 
They, of course, have been studying, as | understand it, a building 
program also. This has worked to a certain disadvantage to us be- 
cause until they arrive at their program they hesitate to do any par. 
ticular thing for any Government agency, including the Internal 
Revenue Service. That is the reason there was such a protracted 
situation in Richmond, for example. The quarters we obtained there 
are for a short term, anticipating better quarters for a longer period of 
time. It is under lease plus reimbursement for necessary alterations, 

Mr. Gary. My understanding is that only one lease-purchase project 
has been started. In Richmond there is a proposed $7 million Federal 
building, and they are making plans for that building now. I assume 
when that building is erected the Internal Revenue Service will be 
housed in that building. 

Mr. Dex. That is my understanding. 

Mr. Gary. But my understanding is they have let only one contract 
for these lease-purchase projects. Therefore, what has been accom: 
plished thus far must have been accomplished almost wholly on a 
lease basis. 

Mr. Dex. I think that is substantially correct. I do not recall that 
we have any building that we are in under the lease-purchase plan. 

Mr. Gary. Thank you, gentlemen. We will recess until 2 o'clock. 


2P.M., JANuARY 29, 1957. 


Mr. Gary. The committee will come to order. 
INTEREST IN WELFARE OF WORKERS 


Mr. Canrievp. Mr. Harrington, you will recall that when you 
appeared before us last year for the first time as Commissioner of 
Internal Revenue, you, I thought, went out of your way to make a 
very humane statement about your attitude toward the employees of 
the Internal Revenue Service. I welcomed that, and I am mindful of 
the fact that generally speaking, in any kind of business, it means a 
lot to the morale of the employees to have a real deep respect for their 
chief; and I know for a fact that your statement was well received by 
the employees of the Service throughout the country. 

And it pleases me today to note that you are again, in your presenta- 
tion, making a statement that you are pleased with what you call the 
fine and able people in the Service. In other words, it. pleases me that 


you and the staff are keenly interested in the welfare of the workers 
down the line. 
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I note in your statement you say you traveled the length and width 
of the countr y Visiting the regional commissioners , district directors, 
and the rank and file of workers. 


Mr. Harrineton. I probably talked to between 5,000 and 10,000 of 








in} ouremployees last year. 

re SALARY SCHEDULES 

a Mr. Canrietp. When I meet up with what I choose to call the rank 

ig} and file of workers, it is the same story, of course, with all Federal 

he | workers, they are so often inclined to complain about their lot in re- 

i, | spect to the salary schedule. I note in your statement today you tell 

ng us that you are making real progress in working with the ¢ Civil Serv- 

ye. | ice Commission toward establis shing adequate journeyman levels for 

y. | themajor categories of your employees. 

al Will you tell us more about this? al 

ed Mr. Harrineron. Mr. Delk, as Deputy Commissioner, has han- 

re | dled at the top level the dealings with the Civil Service Commission, 

of | and I think he can tell you about that much more in detail than I can. 

my Will you tell the committee just how we are progressing with the 

ot | Civil Service Commission in that ? ; 

-al Mr. Derk. We have taken each of the major classes of employees, 

me | such as revenue agents, special agents, and collection officers. Those 

be | have been the first. c: itegories because we need them more urgently 
and because we can more specifically spell out their work, but we 

| intend to go to the clerical level as well. We have not reached that 

act | point as yet. 

m- | . What we do is determine what is the pay and grade that seems to 

| be the most appropriate—not what we would desire but what seems 
to be the most appropriate—bearing in mind the whole pay schedule 

iat | Of the Government, for a fully trained poreem, that is, a person who 

| may be placed on any assignment that ordinarily might be encountered 

in his field of work. 

In the revenue agent field, where we have just completed the pro- 
gram, it is grade 11. That means when we take him through this 
training program, where we train him stage by stage to grade 9, when 
he reaches that status and has had a given amount of experience to 
test his ability, he will be in grade 11. That is the grade for a fully 
trained revenue agent. 

That is a protracted procedure, because it requires a prodigious 
amount of effort to determine the pay and grade for a particular job 
and fit that into the standards of the Civil Service C ommission. Where 

ov} they do not fit in, we negotiate special standards with the Civil Serv- 

off ice Commission. 

oe While this solves a good deal of our problem in that a man can see 
of} ina reasonably foreseeable period of time a basic salary that he will 

of get as a fully trained agent, it does not solve all of our problems. For 

5} one, it does not solve the problem of the entrance pay. That has not 
‘a n overcome and we do not now foresee when it will be overcome. 
Y | Neither does it solve the problem of the pay above the grade of journey- 

t man. In other words, when an agent becomes so trained that he can 
‘aa examine the most complex corporate returns, consolidated returns, he 
then runs into the pay level of supervisory agents, and that is where 


hat 
7 we get compressed by the present classification structure. 
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So while the journeyman grade solves some of our problems, | 
would not want to mislead the committee into believing that it solves 
them all. It has not solved the problem of getting the better than 
average person at the entrance level. It has not solved the problem 
of keeping the person at the top level for whom there is a demand on 
the outside. So we still have our problems in this area. 

It has been a protracted program. We began 2 years ago to try to 
develop it, and under Commissioner Harrington we have attacked it 
on a broad front. We are near approval on special agents. We are 
tackling collection officers, but we are not satisfied with that. 

In the clerical area we reach the problem of establishing standards 
to determine the pay. We do not know the answer to that. The 
answer is complex because it is not uniform throughout the country as 
a matter of pay rate. The Civil Service Commission recognizes that 
and has said they would come forth with a recommendation dealing 
with supply and demand in different areas of the country. I do not 
know where the answer is to that at the present time. 


DEFINITION OF JOURNEYMAN GRADE 


Mr. Canrietp. When you use the expression “journeyman grade,” 
you mean ¢ 

Mr. Dex. It means the fully trained man in that area. 

Mr. Harrtneton. Who can go out with practically no supervision, 

May I say, Mr. Canfield, you have raised a very important point 
which cannot be overemphasized, and that is the ql uestion of morale, 


One of the things which we have done, I had an idea it was very im- 


portant in an organization as far-flung as this one to have a reasonable 


means of com municating with the employees, telling them what is 
going on. If people know what is going on from the top management, 
they are less likely to believe a lot of rumors. They feel they are 


being taken into the confidence of top management and feel more 
secure in their jobs, and so on. 

So, to accomplish that, beginning in July we prepare a monthly 
letter similar to that of the Kiplinger letter in format, called the 
Commissioner’s letter. It goes out once a month. 

If it is agreeable to the chairman I would like to put this particular 
part of one of the letters sent to the employees in the record, if I may, 
because it bears on what Mr. Canfield was saying. And do not forget 
this goes to every one of our 52,000 employees. 

Mr. Canrretp. Commissioner, the part you have just referred to 
appears on pages 2 and 3 of your lett tter o f Dec ember 10. 1956. addressed 
to Fellow Employees of the Internal “pent Service. 


CHRISTMAS LETTER OF THE COMMISSIONER 


I am going to reque st that at this point in the record page 1 be 
inserted. It has to do with your Christmas thoughts for your fellow 
workers of the Service. 

Mr. Gary. Why not put the entire letter in? 

Mr. Canrrevp. As the chairman suggests, I will request that the 
entire letter be inserted in the record at this point. 
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(The letter referred to is as follows:) 


THE COMMISSIONER'S LETTER 


WASHINGTON, D. C., December 10, 1956. 
Fellow Employees of the Internal Revenue Service: 

In the years of my employment prior to 1955, when I became Commissioner, I 
worked in offices where my friends and coworkers were few in number. When 
Christmas time came I had no trouble in going the rounds, shaking hands and 
saying to each of them, “A very Merry Christmas to you.” 

Now, with this yuletide upon us, I find myself with 50,000 friends and co- 
workers in the Revenue Service. Naturally I would like to shake the hand of 
everyone of my associates, and wish for them all the joys of the wondrous season. 

This, of course, is impossible. In the December letter, however, I want to do 
the next best thing. So, with the same warmth and sincerity of a handshake, 
permit me to pass along to everyone of you this greeting: 


A VERY MERRY CHRISTMAS TO YOU AND YOURS! 


As for me, much of my own Christmas joy is derived from a sincere appreciation 
of your loyalty and support during the first year of my association with the 
Revenue Service. I hope the knowledge of a job well done will also add to your 
holiday enjoyment. 

Like many of you, I have a soft spot in my heart for the spirit created by 
Charles Dickens in his immortal Christmas Carol, so, borrowing and slightly 
changing the famous words of his most lovable character, Tiny Tim—‘God bless 
you, everyone!” 

I have frequently heard it said that one of the principal purposes of the Inter- 
nal Revenue reorganization was to make the Service a “blue ribbon” organization. 
This seems to me to be a sound and highly desirable goal and, as I have thought 
about the various things that I should try to accomplish during my tenure as 
Commissioner, I have concluded that one of my principal objectives should be to 
see that maximum progress is made in this direction. 

I know that a great deal already has been done, but I think that our progress 
will be faster and steadier if we spell out a definite and positive program. 

I have asked each of the operating divisions to prepare a very careful and spe- 
cific statement of the steps that it thinks should be taken in regard to its major 
categories of personnel. 

Among the essentials of such a program are, it seems to me, first, a recruit- 
ment system that will bring into the Service employees who have potential for 
growth, as weil as ability to perform the work of the entrance grade. 

Then, we must have a promotion plan that will move all qualified recruits to 
journeyman levels within a reasonable period of time, and that will identify 
the most capable of these journeymen and move them into higher positions with- 
ina reasonable period of time. 

We must have a training plan that will provide the specific training needed 
at each grade level. 

It is essential that we have a supervisor program that will guarantee that 
selections for first line supervisory positions will be carefully made, and that 
will provide training in the principles of supervision for the people who are 
selected. 

Then, there must be an executive development plan covering all of the positions 
from the first line supervisory level to the top-level positions in each particular 
field of work. 

All these steps concern the building of a well-qualified staff. A great many 
other things are embodied in the concept of a “blue ribbon” organization. Such 
an organization must possess such characteristics as efficiency, impartiality, in- 
corruptibility, farsightedness and many others. These characteristics can be 
possessed by an organization only to the extent that they can be possessed by the 
people who make up that organization. 

Such a career development program as I have outlined is more than a blue- 
print for effective management. It means we are taking steps to increase op- 
portunities for people in the Service. making room for advancement, and helping 
people to grow in their work, thereby making possible their fullest contribution 
to the Service. 

In addition to providing opportunities through our quite comprehensive train- 
ing activities, we are striving to build better career ladders by setting up im- 
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proved organizational structures wherever possible, to eliminate dead ends; and 
by giving prompt attention, through our job classification program, to increases 
in duties in order to expedite deserved promotions. 

One other point should be underscored. No career development promotion pro- 
gram is worth its salt without the full cooperation of the employees for whom 
it is designed. To benefit, an employee must be willing to acquire the skills and 
training needed for advancement. He must be willing to accept responsibility 
and to indicate an interest in advancement by taking advantage of opportunities 
for self-improvement. 

He must be willing to enter competition for positions for which he believes he 
may be qualified. 

The increasing awareness of our employees of these opportunities is dem- 
onstrated by the large number of applicants for our second Assistant District 
Director training program, to startin January. More than 250 applied originally 
for this course. The Executive Selection Committee interviewed 59 finalists, 
and 15 of this number now have been selected to participate. 

They are: Ernest W. Bacon, Wichita; Wilmer C. Box, Atlanta region: James 
F. Callahan, Oklahoma City; Garrett DeMots, national office; John E. Foley, 
Lower Manhattan: Warren E. Hill, Parkersburg: Kenneth O. Hook, Phila- 
delphia; Cleo F. Jaillet, Northeast service ecnter; George O. Lethert, St. Paul; 
Amerigo R. Manzi, Syracuse: Ellis R. Rogers, Boston region; Harry F. Seribner, 
Cheyenne; Walter S. Stumpf, Milwaukee; Richard P. Vinal, Jackson; and Jo- 
seph W. Ward, Syracuse. 

My congratulations to them, and my thanks and appreciation to those many 
other qualified employees who could not be accommodated this time, for their 
interest. ; 

The importance and complexity of our training program, compounded by 
plans for implementing the recent recommendations of the Agent Training Sur- 
vey Committee, led me to conclude that the activity could be administered more 
effectively by having one man devote full time to it at the division level. Ae- 
cordingly, the personnel and training functions were seperated, effective No- 
vember 2. Mr. E. N. Montague has been designated to head the Training Di- 
vision, and Mr. Amos N. Latham, Jr., to head the Personnel Division. These 
men have had many years experience in the areas in which they will serve, and 
I am sure these important activities will continue to progress under their 
leadership. 

There have been other changes in the national headquarters organization. 
The position of Assistant Commissioner (Administration), recently vacant, has 
been abolished. Mr. Wilbur A. Gallahan, who has been regional commissioner, 
soston, is being assigned to headquarters as administrative assistant to the 
Commissioner, with supervision over personnel, training, and operating facilities 
activities. Fiscal management functions, formerly under the Assistant Com- 
missioner (Administration), will attach directly to the Commissioner’s Office, 
with Mr. Gray W. Hume serving as fiscal management officer. Organizational 
work, formerly under the Assistant Commissioner (Administration), now will 
be under the direction of Dr. Richard W. Nelson as assistant to the Commissioner. 

It was my pleasure, on December 3, to administer the oath of office to Mr. 
Donald W. Bacon as new regional commissioner of internal revenue for the 
Boston region. Assistant Commissioner Stowe accompanied me to Boston for 
the induction ceremony, which was witnessed by internal-revenue officials from 
the six New England States comprising the Boston region, and heads of other 
Federal agencies and Massachusetts State and Boston city tax officials. Mr. 
Bacon has had long experience in private and Government accounting work, and 
has been with our Service since 1954, as regional inspector, stationed at Boston. 
Succeeding Mr. Bacon is Mr. Emanuel M. Schuster, who has been assistant re 
gional inspector. 

Mr. Harold R. All has been named district director at Hartford, Conn., where 
he has been assistant director since 1955, and acting director since the death, 
last April, of Director James J. Graham. Mr. All is a career employee, with 
broad experience as an internal-revenue agent, and in executive and administra- 
tive assignments at Baltimore and in the Boston regional office. Another career 
employee, Mr. Joseph P. Conley, Jr., was named assistant director, Hartford. 

Other recent field appointments include: Richard P. Brownell, district direc- 
tor, and John H. Rauen, Jr., assistant director, Scranton; Frank J. Healy, assist- 
ant district director, Helena; Edward J. Manning, assistant regional commis- 
sioner (collection), Philadelphia; Robert J. McCauley, executive assistant to 
the assistant regional commissioner (audit), Omaha; William M. Shank, execu- 
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tive assistant to the assistant regional commissioner (appellate), New York; 
Eyerett L. Meek, executive assistant to the assistant regional commissioner 
(collection), San Francico; Walter Perlstein, special assistant to chief of divi- 
sion (appellate), New York; Martin L. Webb, chief, collection division, and 
Thomas E. Copley, assistant chief, collection division, St. Louis. 

Also, Duane B. Johnson, chief, audit division, Aberdeen ; John T. Sharpe, chief, 
audit division, Columbus; R. Claude Yeager, associate chief, appellate division, 
Denver; Russell W. Carpenter, special assistant to chief, appellate division, 
Omaha; Francis De Young, chief administrative division, Buffalo; and Robert 
H. Terry, assistant director, Western Service Center, Ogden. 

For many weeks we here in national headquarters have been hard at work 
on plans for the 1957 filing period. I know that our field offices also have been 
giving this phase of our program urgent priority. 

Direct mailing to some 45 million taxpayers, and other distribution of the 
income tax return forms for the 1956 calendar year will go into high gear the 
last of this month. 


Taxpayer assistance has figured prominently in our planning. We believe we 
have prepared the best assistance kit ever, and it now is being distributed to 
our field offices. 


So, it’s 1957, here we come—and may I again extend my personal best wishes 
to each employee, everywhere, for the happiest of holiday seasons, and for a good, 
good year ahead. 

Sincerely, 
RUSSELL C, HARRINGTON, 
Commissioner. 

Mr. Canrieiv. The reason I make this request is this: I have been 
working for the Federal Government now for 33-plus years, and this 
isone of the finest letters of this kind I have ever seen. 

Mr. Harrineron. Thank you. 

Mr. Canrievp. It is certainly calculated to develop a better under- 
standing between management and the employees, and a deeper re- 
spect on the part of the workers of the Internal Revenue Service for 
their Chiefs here in the Nation’s Capital. I am much pleased with 
this approach, and I want to say to you, Mr. Commissioner, that in 
the short time you have been in your assignment, I think you have 
moved closer to your workers than any Commissioner I have ever 
known. 

Mr. Harrneron. Thank you. 


WORKING CONDITIONS 


Mr. Canrievp. I was interested in the statement you made on work- 
ing conditions in which you said, and I quote: 


I have been shocked to hear the complaints that sometimes such discussions 
are carried on at the desk of one of our employees with perhaps a competitor 
sitting within easy hearing distance having the same kind of a discussion with 


another of our employees. 

I am reminded that when I first came to work on Capitol Hill back 
in January 1924, my chief, a Member of Congress from New Jersey, 
had one room as an office in the Old House Office Building, and we 
ran into situations comparable to this that you describe in your presen- 
tation today. For instance, the tariff would be the subject of contro- 
versy on Capitol Hill, and we would have people in the office talking 
to the Congressman for a certain projected tariff item while people 
were sitting in the same office listening to the presentation and await- 


ing their return to oppose that tariff item. 


It was often very em- 
barrassing. 
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Mr. Harrineron. It has embarrassed some of our taxpayers quite 
a bit. We have had situations in some offices where the ve ntilation 
was so bad we could not put partitions all the way to the top in con- 
ference rooms, so that even though they could not see each other, they 
could hear each other over the partitions. 


INCREASE IN TOTAL COLLECTIONS 


Mr. Canrievp. You tell us your collections at $75 billion increased 
$9 billion or 13 percent over fiscal year 1955; tax returns filed exceeded 
90 million, or 2 percent more than in the preceding year; and ee 
tions of delinquent accounts, $825 million, exceeded fiscal year 1955 
collections by 29 percent. 

Mr. Harrineton. That is correct. 

Mr. CanrreLp. What was the percentage increase in personnel dur- 
ing a comparable per a 4 

Mr. Harrineton. I do not think there was any increase. Our staff 
is about the same as it was when I came in. So we have made that 
improvement without increasing our personnel. 

Incidentally, this fiseal year, beginning July 1, the imp yrovement is 
even more remarkable, We are making more aie and making more 
collections of delinquent accounts even than in the previous year, 
which was so much better than the year before that. | 

Mr. Canrtevp. Off the record. 

( Discussion off the record.) 


AUDITS OF TAX RETURNS . 


Mr. Canrietp. Mr. Commissioner, as you have progressed in your 
management and other programs, you are checking an increasing 
number of taxpayers’ returns all along the line ¢ 

Mr. Harrineron. That is true. 

Mr. Canrrevp. That being so, will you tell us briefly what the pie- 
ture is in that respect ? 

Mr. Harrrneron. Our income-tax returns, my recollection is the 
figures will show about 1.8 or 1.9 million last year and 2.4 million 
this fiscal year at naa we of June 1956. 

In 1956 fiscal year, income tax returns—we distinguish here between 
income and sonal ¢ ix returns and the other two major tax returns, 
estate and gift tax and excise and employment tax—we audited in fiscal 
year 1956, 2,117,000 income and profits tax returns against 1,790,000 
the preceding year. 

Returns of all types audited in fiscal 1956 were 2 389,000, against 
2,036,000 in 1955. So there is an increase there of about 15 percent. 

We are improving that as our men get better trained. I think 
that is the fact, that after reorganization there were considerable 
resignations, were there not ? 

Mr. De_x. There were some, yes. 

Mr. Harrinetron. So we have had to bring in and train to a certain 
extent a new group of agents and they are getting better trained now. 
We are doing more work with the same number of people and will 
continue to until we have reached the point of maximum return, 

We are improving all the time on classification proc essing. I think 
you would be interested to know how we determine the returns to be 
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audited. It is not a matter of sampling by taking so many letters of 
the alphabet and so forth and taking a certain number of those, but 
in each district oflice we have a group of men we call classifiers, and 
they scrutinize and look at every tax return filed in that offiee, and 
from their experience and ability to see quickly the significant points 
on a return, they decide which returns should be examined, within, 
of course, the limits of the money we have to spend. We have to deter- 
mine our wor kload 3 in terms of the number of people we have to do it. 

Mr. Canrrevp. But every return is seen by a classifier 

Mr. "oreo Every return is seen by a Classifier and we are 
improving that classification program all the time. Our classifiers 
are getting more experienced and we are improving our guidelines 
all the time so that we are getting a better selection of returns that are 
more productive of revenue to the Government. 

So I think it is safe to sav we are increasing the scope of our ex- 
aminations year by year. We will eventually reach a point of no fur- 
ther return from our present force, of course, but we have not reached 








TAX FRAUD AND SPECIAL INVESTIGATIONS 

Mr. Canrievp. I think it is important, too, that in the field of tax 
fraud and special investigations, preliminary investigations were up 
31 percent, full scale investigations were up 10 percent, and prosecu- 
tion recommendations were up 6 percent, and convictions obtained in 
1956 increased 13 percent; and you attribute that score primarily 
to the new agents recruited in the last 4 months of fiscal year 1955. 

Mr. Harrineron. Yes, because they are better recruited, better 
trained, and by and large are doing a better job. It strikes me, and 
I cannot help thinking about it as we look upon the progress the Serv- 
ice has made, that this is a new organization; the organization we 
have functioning is only 4 years old. So we had to start from scratch 
building this organization that is doing the job today, so the improve- 
ment has been rather remarkable. 


ENTRANCE SALARIES 


Mr. Canrietp. Getting back to the salary situation, what is the 
entrance rate for an enforcement agent ? 

Mr. Harrincron. They come in at grade 5. What is the salary of 
that grade? 

Mr. Hume. $5,670. 

Mr. Harrincron. They stay there 6 months, and if they made the 
grade they are promoted to grade 7. What is the salar y of that grade? 

Mr. Hume. $4,525. 

Mr. Harrineron. We have ow problem of bringing them in at 
grade 5, because at that point we cannot compete with industry or 
with the public accounting firms. I was in the public accounting pro- 
fession for 35 years, and public accounting firms are offering college 
graduates $4,000 to $4,200 to start. We are offering them $3,670. We 
are at a level with these people in 6 months, but if he is interested in 
ee he gets immediately, he will not come to us at the lower entrance 
salary. 
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Mr. CanFievp. In order to meet that difficulty, would vou require 
legislation ? 

Mr. Harrreron. I do not know whether we would require legis. 
lation or not, but we would require the authority. heroes by legisla. 
tion or otherwise, to determine what grade we could bring them in. 

Mr. Dretx. We do not see at this time how we can answer many of 
these problems without legislation. 

Mr. Harrineton. Off the record. 

( Diseussion off the record.) 

Mr. Dextx. I might point out that the Mills committee has discussed 
this very same problem with us. We at this time cannot see the 
answers within the present law. If they are there, we have not found 
them, and although I must say we have not exhausted every effort to 
get every possible aut hority brought to bear—in other words there 
are still some avenues in the Civil Service Commission—speaking for 
myself, I do not see that they would solve it. 

For example, today the so- called supergrades 16, 17, and 18 are 
granted as a bloc to the Commission to be parceled out to the agencies 
on what you might say is a priority basis. That pool of supergrades 
for the entire Government is applied to the Revenue Service, so the 
Revenue Service stands before the Civil Service Commission in com- 


petition with all the other agencies. The total - nber of supergrades 


Is In: vdequ: ite for the entire Government, as has already been reported 
to the C ongress; so, to the extent the present law is: applic: able, there 
are not sufficient supergrades to give sufficient supergrades to the 
Internal Revenue Service. Thus a grade that normally belongs in 
grade 16 is in grade 15, and that depresses the grades below them and 
shoves them down. 

That is why I say I do not see that our answer lies within the 
present legislation. 

I would like to call the committee’s attention to an article in the 
New York paper which bears on entrance gr: ades. This article points 
out that an entrance salary of $5,000 is not enough to attract qualified 
applicants in New York as bank examiners. So our beginning pay is 
not adequate. 

Mr. Harrtneron. I would like to say something that is causing con- 
cern to us as we attempt to achieve the goal of this blue-ribbon organi- 
zation I spoke of. 

Because of the fact we do not have sufficient supergrades and cannot 
pay an entrance salary that competes with private industry, we have a 
substantial turnover of the people just about the time they get to the 
point where they are of the greatest value to us. That is the time that 
the legal firms, the accounting firms, and industry come along and 
grab them. 

We had 1 firm a while ago that made a request of Mr. Winkle for 
permission to talk to 6 of his top experts, with the idea they were 
going to offer them positions in their firm. Of course Mr. Winkle 
could not de ny the request, because we do not want to stand in anyone’s 
way of advancing himself. Fortunately, it is my understanding that 
after talking to them, my information is that none of the six are 
going to go. 

Qualified lawyers from law schools will come into the organization 
with the express intention of staying 2 or 3 years and getting the 
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affiliate with other firms. 

Mr. Canrievp. It is interesting to note that the $3,670 rate, which 
is the beginnnig rate for an enforcement agent, is just about the same 
rate of pay we pay our page boys. We pay them $3,679; $9 more. 
That is the annual rate of pay. 

Mr. Harrineron. And we require our boys to be graduates of 
colleges and to have a minimum of 24 hours of accounting as a con- 
dition to their coming with us. 


PUBLIC RELATIONS COURSES 


Mr. Canrrevp. In your schools that you described today, where 
you teach accounting and other courses, do you also give the students 
a course in public relations? 

Mr. Harrinetron. Yes. That has been suggested very strongly by 
our committees that have been working on this, and it is my under- 
standing that they are developing a course, or at least a portion of a 
course, on public relations, which we consider vitally important. 

Mr. CanrieLp. Mr. Commissioner, it was amazing to me to hear Mr. 
Stowe’s statement this morning that the Internal Revenue Service 
receives more than 25 million letters a year from taxpayers. That be- 
ing so, I can understand the troubles you have been experiencing in 
your reor ganization program. 

Mr. Harrineron. That is right. 

Mr. Canrtexp. I better understand now some of the letters that I 
have received—not too many—this last year from taxpayers that com- 
plain about writing a district office and not getting a ready response. 

Mr. Harrineron. That is right. 

Mr. Canrievp. I am glad to hear that under your new year’s ap- 
proach you plan a program to cut down in the main that type of 
complaint. 

Mr. Harrrnetron. We can answer those letters much more readily 
once we get our housekeeping in order and our records in shape, be- 
cause that is the basis for answering most of the letters. 


EFFECTS OF NEW TAX LEGISLATION 


Mr. Canrrecp. One of the problems you and your people here in 
Washington and throughout the field face, I take it, is the legislation 
that Congress from time to time passes bearing on matters of taxa- 
tion ? 

Mr. Harrineton. That is right. 

Mr. CANnFreLp. It is easy to understand that just one enactment 

can distort your whole picture and cause you no end of difficulty in or- 
ganizing the necessary mechanics of the program. 

Mr. Harrtneron. In the last year there have been pieces of legisla- 
tion passed which have 1 required substantial changes in our forms and 
in our instructions. I do not remember the exact number, but there 
were 40 or 50, I think. The legislation that created retirement credit 
created an entire new page. 

Mr. Canrrecp. And you have to issue those instructions in large 
numbers ? 
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Mr. Harrineron. Oh, yes. Maybe Mr. Stowe is better qualified to 
explain that than I, but it is my recollection that when the Highway 
Act was under consideration and it was passed in the late days of June 
to become effective July 1, there was a floor tax feature involved in 
that, and we only had 2 or 3 days, but our forms people anticipated that 
and had the forms ready on July 1. When we see a bill introduced, 
we immediately consider it from the standpoint of its impact on us ad. 
ministratively, and in that particular case we could see a substantial 
impact because we had to get these forms out for these people to fill 
out and file with us by July 1. 

So whenever you people pass new legislation, there must be changes 
in the form or new instructions or additions to the form, or whatnot. 

Mr. Canrrevp. Off the record. 

( Discussion off the record. ) 


SPECIALIZED TAX CASES 


Mr. Canriectp. Mr. Commissioner, insofar as you know, has the 
House Ways and Means Committee been considering possible legisla- 
tion which might obviate another Joe Louis situation ¢ 

Mr. Harrineton. It is my understanding, Mr. Canfield, that for 
the past year or so technicians of the Internal Revenue Service have 
been working with people from the legislative branch of the Treasury 
Department on the type of legislation that might be administratively 
feasible to handle those situations. As I understand it, no definite con- 
clusions have been arrived at yet, but they have been thinking about 
it. Itisa rather complicated question as to just how you can do it and 
be fair to everybody. 

Mr. Canrrevp. That is all, Mr. Chairman. 

Mr. Steminskt. Off the record. 

( Diseussion off the record. ) 

Mr. Steminsxr. Do you think, Mr. Commissioner, that if we can 
get a lesson for the citizens of the country out of the Joe Louis case, 
which will give Uncle Sam more than a million dollars a year in tax 
revenue, the. people of the United States would be willing and would 
consider it fair on the part of the Government to be as lenient as the 
circumstances permit with Joe Louis in the settlement of his prob- 
lems ? 

(Discussion off the record.) 

Mr. Harrineron. We are going to settle with Mr. Louis on as fair 
a basis as we possibly can. The settlement we make with Mr. Louis 
is going to be just as fair as we can make it, both from his standpoint 
and ours. We are not interested in putting him in the poorhouse, We 
want to see him have a chance to make a living the rest of his life. 
And we want to get as much money in the process for the Government 
as we reasonably can. He will get a square deal, and the Government 
will get a square deal. 

I do not think it calls for legislation. I think the loophole ought 
to be plugged up, but I do not think we should trade on Mr. Louis’ 
difficulties. 

Mr. Stemrnskt. This case points up one interest, which may not be 
proper here, but I would like to state it: That is the tax position of 
individuals in the economy of the United States today. 

Suburbia has developed. Motels have developed. Through leisure 
and income of people, new wealth in America is developing. Mining, 
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factories, and corporations, naturally, provide us with our basic wealth, 
but the people, having money and spending it, cause us to think of 
their importance in the tax setu 

I was wondering if we gould adjust the tax structure somewhat by 
saying : “Pay 10 percent of your gross income, no matter who you are.” 
That w ould cut down, it seems to me, time, effort, and expense for the 
Internal Revenue Service and for individuals i in this field. 

If Joe Louis earned $1 million as his part of the gate, he would 
not have to pay $900,000 tax on it; he would pay a very much smaller 
amount of money; and so would you, as a family man, paying 10 
percent of your gross income. You would have in your pocket, then, 
the balance to spend, to invest, and to propel our economy. 

If we as consumers and earners are the basis of American wealth, 
and if our thriving and growing population is to be encouraged, then 
it seems to me that more vision and energy will come from the people 
if the heavy tax burden which seems to be mounting on them is given 
greater conside ration. Most of them are in debt and will for a greater 
part of the rest of their lives be paying for what they have bought, 
and hope to buy and use. 

Old timers used to say, “You should tithe 10 percent of your in- 
cme.” And religion and people flourished, and there was very sub- 
stantial morality which appeared in the land. There was no attempt 
to “chisel.” People were grateful; they prospered. There were no 
expense accounts, no entertainment and travel vouchers, no attempt 
by ingenuity to hold on to your money. Ingenuity and effort were 
spent on earning it. 

If we tithed that 10 percent for Government, it could do a lot for 
us. It would certainly provide fewer cases like the Joe Louis case. 

Thank you, Mr, Chairman. 


MATCHING REPORT DOCUMENTS 


Mr. James. Mr. Commissioner, earlier in the day we were discussing 
the multitude of operations in the Internal Revenue Service. Among 
other things, we spoke of the enormous amount of work which is in- 
volved in matching reports of employers and employees. Is that 
matching process carried further, for example, into matching divi- 
dends and interest reported by taxpayers and the reports of the divi- 
dends and interest paid to them by corporations or others? 

Mr. Harrrncron. I will ask Mr. Stowe to answer that. 

Mr. Srowr. The direct answer, Mr. James, is “Yes,” but it is only 
done on a partial basis. 

Mr. Harrtnetonn,. A test-check basis. 

Mr. Srowr. In other words, we are not able to match and relate all 
of the information documents with all of the tax returns and then 
process them in terms of comparing the amount of income reported on 
the information document, such as the 1099, with the amount of that 
type of income reported. 

We have a program going at the present time in which by a selective 
process we are m: aking a special audit of some 350,000 returns with 
which we have matched those information documents, the 1099’s and 
comparable forms, to determine just what percentage of leakage there 
is, and in what areas, income categories, professional areas, or things 
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of that sort, which are involved, in order that we may know how t 
better select the returns which we should classify for examination, 

Mr. James. But that does not bring you down to the individual 
That bri ngs you down into a character istic group; does it not? 

Mr. Stowe. Well, first, sir, it brings it directly to the individu 
because out of those returns selected with which the information docu. 
ments are matched we have a direct contact with the taxpayer 
determine that that particular individual has reported the incon, 
which is reflected on the information documents filed by the payers, 

Mr. James. But in the circumstances, that is only partly possibl, 
I could not conceive of it being fully possible to match up all of your 
taxpayers’ reports with reports of what they received; so that ing 
sense that causes fish to be made of some and flesh to be made of others 
does it not ? 

Mr. Stowe. In asense that is true; yes, sir. 

Mr. James. You have the means do you not to match all of them, 

Mr. Harrineton. No. 

Mr. Srowr. We have the documents. We just do not have the foree,| 

Mr. James. I want to ask whether that same matching process js 
carried into the matching of “contributions” reported to have been 
made. Is that done on a spot check basis, or is there any way to 
that ? 

Mr. Srower. There is no process which I can think of at the moment, 
Mr. James, by which there would be a matching of contributions. Ih 
other words, there is no information document filed. 

Mr. James. You get no report. | 

Mr. Stowe. No, sir. 

Mr. James. From institutions, as to any donations which have bee 
made to them. 

Mr. Stowe. The verification of deductions for contributions has te 
be made from the record of the taxpayer. 

Mr. James. So that if you find there is some reason to be a little 
doubtful about a certain taxpayer you can go to him and require hims 
an individual to prove he made certain contributions. 

Mr. Srowr. Yes, sir. As the Commissioner indicated earlier, 
through the classification officers whom we have in each district we 
visually examine each return to determine whether there is evidene 
of an omission of income or the claiming of a deduction whic hi apPeae 
to be improper, or the claiming of credit for dependents which dog 
not appear to be proper. Those returns are then selected for audi 
by our Audit Division to the extent that we have audit capacity. 

Mr. James. Then the same would be true with respect to a taxpayer’ 
return where he reported, or she reported, some complicated and ut 


usual transaction which resulted in either a capital gain or loss. Brf 


just chance or good fortune you might happen to fall upon several 
that look doubtful and run them down. 

Mr. Stowe. Yes, sir. 

Mr. James. I suppose there has to be a certain number of victims 


in this process. If one’s name happens to be on the top of the pil} 


and that one is picked up and looked over, though he might have 
made the most honest return possible, even, with the advice of a com 
petent consultant, and still the tax consultant’s views and consequently 
the taxpayer’s views might differ from your views, that would result 
in a resetting of the taxpayer’s return, might it not ? 
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: Mr. Stowe. ] hat is correct ; yes, sir. 

tal} (Discussion off the record.) 

Jus) TAX CONSULTANTS 

a Mr. JAMES. Do you know whether or not some of these lads who 
are carrying advertisements in certain publications, offering to show 

7 one how to reduce his income tax are legitimate operators? Are 

be some of them people who had formerly been connected with the Serv- 

Ou ice, Who know a few tricks and are selling them for a price? 

ing Mr. Harrrneron. I can answer that from my experience in the 

ore American Institute of Accountants. Any person who advertises him- 

"ft self as a tax expert who can save money for people on taxes is not 

legitimate. He is violating all of the canons or ethics of the profes- 
sion. He is violating the regulations of the Treasury Department 
on representations. 

area We have had a lot of trouble with those fellows. We had a fellow 

sg | UP in one of our districts, who was a so-called tax expert, and the er- 

been} Toneous and false deductions which he had claimed for his clients 

0 dy amounted to over $400,000. We collected $175,000 additional tax 
from his clients. Now, they were the innocent parties. We have put 

rent} im in J: ail. We put quite a few of those fellows in jail when we find 

jy} them. ‘They are victimizing the people. 

‘| Insome of the speeches I “have made throughout the country I have 
appealed to the legal profession and to the accounting profession to 
let us know if they hear of any of those cases, because we want to trace 

beep) them down. ‘They do an awful lot of damage. It is one thing we 
want to stop. : 
aso}, Lhat is one of the saddest things that happens to me in my present 
job. Some poor fellow comes in, who does not know anything about 
littlet tt, and now he faces a fraud penalty, because he hired some expert, for 
‘mas? 910, to prepare his return. Now he finds it is fraudulent and we are 
after him for fraud, and he does not know a thing about it. 
lie,g «= Mr. Canrrecp. Will the gentleman yield to me? 
t we) Mr. James. Surely. 
lengg Mr. Canrrecp. 1 want to compliment the gentleman from Penn- 
yegst SYivania for developing this testimony and giving the Commissioner 
dos} * Opportunity to make his very important forthright statement. 
vidi? Frankly, I was unaware of the seriousness of this situation. I say to 
ty, | my friend from Pennsylvania that he has done a real service in having 
veil this picture presented. 
ju) . Mr. James. Thank you. It comes about from my having noticed 
By} "some publications some very wild statements, it seemed to me, about 
vera} What these fellows claim they can do. 
Mr. Harrtneron. Surely. 
Mr. James. Yet their advertisements are accepted by some legitimate 
tims} MAgazines and publications. 
pil They make all kinds of guaranties. I have never felt that their 
hew claims were quite safe and that one could be comfortable in acc apes 
cou their services, because I have had enough experience in paying income 
ently) “@xes during a good portion of my life to know that if they were going 
esuith Stay w ithin the law it would be impossible for them to do the things 


they say they can do. 


Mr. Harrtneron. That is right. In our trade we call them “refund 
artists.” 
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Mr. James. Refund artists? 

Mr. Harrrneton. That is what we call them, “refund artists,” 

Mr. James. I have another question on the subject of the tax ep. 
sultant. Of course, the highly complicated tax system which has beg 
built up in this c ountry has brought a lot of men into the profession- 
and it is a profession—of legitimate tax consultant work. Many ¢ 
them are lawyers, but I suppose the greater majority of them are cert. 
fied public accountants who have gone into this work. 

You, I suppose, know that there are such things as ethical men jy 
that business. Will their services in any cases, where you might 8a) 
it is only necessary to sort of spot check a return, have any “effect 
If the return is made and signed by a known to be ethical tax Con: 
sultant, does that have any influence or effect. on your judgment? 

Mr. Harrtneton. It would with me, if I were an agent in a com 
munity where I knew the person. 

It is the same situation, Mr. James, that you encounter when an x. 
counting firm signs a report which goes toa bank. The bank credi 
man is going to be guided in his appraisal of that report by his know. 
edge of the reputation of that firm. That is just human nature. 

While our men are not going to deviate from our policies in making 
their audits, it goes without saying that when they are checking the 
return signed by. a concern which they know to be honest and absolutely 
reputable that they will make more spot checks than they would fed 
required to make if they did not know who the fellows were who pre} 
pared it. In other words, it goes without saying that the reputation of 
the person preparing the return does have some effect on the ma 
making the audit, as to how deeply he wants to dig in. He will take 
their statements on things, where perhaps in other cases he mighi 
want to go further. 

Mr. Gary. It is not a question of law or regulation; it is a question 
of human nature. 

Mr. Harrineron. A question of human nature and judgment. 

While we are on that subject, I want to make this observation, it 
case anything which has been said might be misunderstood, as to 
the tax consultants. 

The reputable tax consultants in the country, in the legal professia 
and the accounting profession, do not number enough people to pos 


sibly take care of all the taxpayers who want help. Consequently, 
we have in this country a large group of people who are doing a com 


mendable job, who do not belong to either of these professions, and 
we welcome their help, because they are helping the taxpayers ti 
make honest and fair returns. 


I refer to such people as the corporation bookkeepers, the bank 


clerks, and schoolteachers in some of the rural communities. The 
are people of more than average intelligence who can take this ta 
law and make out the simple returns. That particular group of peo 
ple probably help more people in the country in the aggregate than 
the two professions put together, because there are so many people 
who do not feel that they want to go to the legal firm or the accounting 
firm. They do not think their problem i is important enough, and they 
do not want to spend the money, but they will go next door to the 
fellow who is the bookkeeper in the factory, since they know that he 
has some knowledge of bookkeeping and taxes, and they will say: 
“Help me out with my tax return.” Or they will go to the bank and 
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ask somebody there. We welcome that help. That is per fectly legiti- 
mate and should not be confused with these “shysters” who do all of 
this advertising and all this crooked stuff. 

Mr. Gary. Who are in it only to help themselves. 

Mr. Harrineron. That is right. 

Mr. James. These people are unlike the man who sets himself up as 
a legitimate tax consultant. That is the way he makes his living, by 
working for firms and individuals. I would think, then, that ‘they 
would become known to the tax authorities in the various dist ricts, and 
J would think that their decisions might be accepted, and to some 
extent, at least, that the burden of thorough investigation would be 
taken off the back of the Department. Might that not be a reasonable 
conclusion ¢ 

Mr. Harrtneton. That is a question which has been up for a long 
time. We are not prepared yet to accept such returns without an 
audit of some kind. 

I would like to take this off the record, please. 

(Discussion off the record.) 

Mr. Gary. Is this not true, Mr. Harrington, in that connection : 
The tax consultant, whether he be an accountant or a lawyer, is repre- 
senting his client and it is his duty to his client to claim all doubtful 
deductions? I do not mean improper deductions, but there are a lot 
of deductions which are doubtful. If he does not claim those doubtful 
deductions then there is no way to get a ruling on that from the De- 
partment. By claiming all the doubtful deductions and putting them 
on his return, when the “Department audits it, the Department may not 
agree with him. 

Mr. Harrineron. You are absolutely right. It is the duty and the 
responsibilty of the tax consultant to resolve—I would like to put it 
this way—to resolve all reasonable doubts in favor of his client. I 
would like to get away from saying “doubtful” but I would say to 
resolve all reasonable doubts in favor of his client. There are areas 
there. 

Mr. Gary. I meant questionable items when I said “doubtful.” 
There are deductions on which there might be a difference of opinion. 

Mr. Harrtneron. That is absolutely correct. That is where a great 
deal of our controversy comes up, and our cases arise. The conference 
cases, appellate cases, and Tax Court cases come up because of this 
difference of opinion. 

Mr. Gary. That is right. 

Mr. Harrineron. That is perfectly legitimate. We do not object to 
that. 

Mr. Gary. I understand. I cited that not as a criticism or as praise 
of the tax attorney, but as a reason why you have to audit some of 
these returns. You have to do a certain amount of auditing of returns, 
regardless of how much confidence you have in the person who pre- 
pared it, because there may be items of that kind which he has claimed, 
and on which the Internal Revenue Service would have a different 
opinion. 

Mr. Harrincron. That is right. Where the question of the judg- 
ment on the reputation of the tax consultant comes into play is in this 
way: The agent is going to make the audit just the same, but he is 
going to make inquiry of the tax consultant, and he is inclined to 
accept the statements he receives from him. In other words, he knows 
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he is honest and he is not going to dig in like he would if he did not 
know him, but he is still going to make the audit. 

Mr. Gary. A lot of times there are questions of valuation. 

Mr. Harrinetron. That is right. 

Mr. Gary. When you come to a question of valuation, I dare say I 
could put most any article on this table and ask everybody around this 
table to appraise it, and I dare say every answer would be different, 

Mr. Harrtnecron. I can give an illustration on that. Mr. Gary. If 
you take an estate tax case, where you have a valuation, it is to be 
expected that the attorney or the accountant who prepares the estate 
tax return is going to place the value of the property as low as he 
thinks is reasonable. The Department, on the other hand, is going to 
look at it from the other standpoint and perhaps put the value as high 
as they think it should be. Then somewhere in between you will arrive 
at a satisfactory solution. 

Mr. Gary. And those matters are usually a matter of compromise, 

Mr. Harrinetron. That is right. That is correct. 

Do you have anything you want to add, Mr. Stowe? 

Mr. Stowe. No, sir. I think you have very adequately covered it. 

Mr. Gary. Unless the property is sold, you cannot say one figure is 
right and another is wrong. 

Mr. Detx. There is one other thought that I might add there, Mr, 
Chairman. Of great assistance to the Revenue Service in this system 
of classification and screening of returns for examination is the very 
common practice among the better practitioners, of whatever pro- 
fession they may be, on disclosure. Notwithstanding our efforts on 
the tax form, there are certain elements in the form where you can 
lump items. When you lump things together then you cannot get the 
test of proportion. 

In screening these returns one of the essential things is the relation- 
ship of cost to sates, and soon. It is there where, if it has been com- 
petently prepared, the revenue people can make these tests and decide: 

“This is a fair return. There has been an adequate open disclosure.” 

Sometimes, as you have very succinctly pointed out, they will point 
mut that: 

“We have taken what is obviously a position that may look peculiar, 
but we have reasons.” 

And they will set those forth. In many cases we will agree and 
pass that return, because the reasons are so ample and there has been 
such disclosure that we find we can agree with it, and we may even 
not demand further verification. 

The good, well-trained tax practitioner is generally acquainted with 
a things and does this type of job in preparing a return. Tt makes 
it easier for us. 

Mr. James. Well, a good, ethical tax consultant in my experience, 
at least, expects and might even demand full disclosure from his client, 
because he is in a business where he could very easily become in dis- 
repute if he permitted his clients to hide facts which later would come 
to light and put him in a bad position. 

Mr. Dex. That is correct. 

Mr. James. Of course, these men do not do this work for $5. They 
charge fees which are in relation to the job they are doing. They are 
not like the schoolteacher who does a nice little job on preparing re- 
turns for a friend, where $5 would be a welcome fee. 
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Mr. Harrrneton. Maybe they do it for nothing, sometimes, for 
their friends. 

Mr. James. They probably do. But I would think that tax consult- 
ants who are known to be ethical in all particulars could be endowed 
with a certain degree of standing before the Internal Revenue Depart- 
ment, which w ould in effect relieve the Department of a great deal of 
the burdensome work of examination and inv estigation and consulta- 
tion and compromise and all the rest of it. 

Mr. Harrineton. You are absolutely right on that, Mr. James. If 
we could reach that point it would save us an awful lot, but we have 
not yet reached the point where we have found any feasible way of 
doing that. It offers formidable administrative problems in prepar- 
ing and designing the type of certificate which we would expect them 
to sign and in establishing the background of their reputation, and 
so forth. With the literally thousands or hundreds of thousands of 
them throughout the country, it might present us with a problem 
which would be so difficult to handle that it would not be practical. 
While that is an admirable objective, my answer is that we are not yet 
at the point where we can put it into effect. 

Mr. James. Off the record. 

(Discussion off the record.) 

Mr. James. I think that is all, Mr. Chairman. 


HIGHWAY TAXES 


Mr. Steep. Mr. Harrington, if my memory serves me correctly, dur- 
ing the time when the highw ay bill was before Congress last year, your 
Service took the attitude that some of the proposals i in the tax section 
were not desirable because of the difficulty in handling and collecting 
the tax, which was great, and the fact that the probable revenue to 
be derived was relatively small. Have you had enough experience 
with these new highway taxes to determine yet what the cost and the 
return ratios might be? 

Mr. Harrincron. Do you have the answer to that, Mr. Stowe? 

Mr. Stowe. No, sir. As you know, the bill was not approved until 
June 29 last, Mr. Steed, and we have not yet had enough experience 
with it to know what our costs are going to be. 

Up to the present time the only problem of any real consequence 
which has developed, that I am aware of, is the matter of how the 
payment of the tax on the vehicles will be evidenced by some kind 
of identification tag which will give visual evidence of the fact that 
the tax has been made. 

Mr. Streep. You have not made any decision as to whether or not 
you are going to use a stamp, a tag, or some sort of certificate ? 

Mr. Srowr. No, sir. The initial decision was that there would he 
nothing given to the taxpayer in the way of a tag or a stamp to evi- 
dence the payment of the tax. That has been objected to, and the 
matter is under consideration as to whether there should be a metal 
tag or a plastic tag or something of that sort which could be displayed 
on the vehicle to evidence the pi ayment. 

Mr. ease Then it will be some time, I assume, before you will 
have any way of making a really valid evaluation of the nature of 
your adieeceaiel problem on that type of tax? 
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Mr. Srowr. By the end of this current fiscal year I think we wil] 
be in a much better position to gauge the problem than we are at the 
present time. 

RECORD CHECKING 


Mr. Streep. What I was leading up to is this: Inasmuch as all of 
these vehicles have to be register ed at least in one State, it might be 
a simple matter to check the State records to see if eligible vehicle 
owners have made their Federal payments. 

Mr. Stowr. We believe, sir, that there is an even simpler way of 
determining that, through the records of the taxpayer himself. You 
see, on the tax return they will list all of the vehicles which they are 
using, so that we will have some visual check immediately on the 
number of vehicles, and also the deduction which has been claimed 
for the highway tax payment. 

Of course, that is not all-inclusive. It is not going to be a complete 
check. But at least it will give us some basis for determining, for 
instance, in the case of fleet operators—who would be the major tax- 
payers in that circumstance—whether or not they have paid. 


Mr. Steep. What method do you have to determine eligibility on | 
a refund application? For instance, in some States where the State | 


has refunded the gasoline tax to farmers the problem has arisen from 
time to time that the farmer claimed more refund than he was entitled 
to, having used his gasoline for his automobile on the highways as 
well as for his farm vehicles. Do you anticipate any trouble in that 


regard, as to knowing whether these refunds are legitim: ate; or do you | 


work with the States on that? 

Mr. Stowe. Our present plans call again for attempting to deter- 
mine the substantial accur acy of those refund claims by reference 
to the taxpayer’s own tax return. 

It might be of some interest to the committee to know that our initial 
experience—that is for this year—on the gasoline tax refunds, showed 
that they averaged just under $20 per claim, so that we are not dealing 
with very substantial amounts in terms of taxes. 

(Discussion off the record. ) 

Mr. Streep. The point I am getting at is this: You are getting into 
a field here where a diminishing return makes it inadvisable to go 
very far. There is not enough involved in terms of revenue to the 
Government. The cost of making it completely accurate would be 
prohibitive, so you have to try to find some h: appy medium which will 
work. 

Mr. Stowe. That is true, sir. And, of course, that is so character- 
istic of everything we do. We have to take calculated risks in every 
area of our activity, because to come before this committee and ask 
for all of the people who would be necessary to do a complete audit 
job on all of the taxpayers’ returns in this country would be so im- 
practical that we just simply could not conceive of it. 

Mr. Sreep. Mr. Chairman, that is all. I just want to make one 
statement off the record. 

(Discusion off the record.) 


EXCISE TAXES 


Mr. Gary. Mr. Harrington, I received a letter a day or two ago 
from one of my constituents who is operating a drugstore in the city 
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of Richmond. He was complaining very bitterly of the fact that the 
Internal Revenue Service there had arbitrarily assessed him $1,500 
for omitted or delinquent excise taxes, and he stated that they had as- 

sessed practically every druggist in the city of Richmond taxes from 
$500 up to $2 2.500 or $5,500, 

Do you have any policy y of that kind ? 

Mr. DELK. I think this may relate to the fact that we are consider- 
ably inc reasing the audit activ ity on excise taxes. The Forand com- 
mittee went into and rev lewed this with us last year, and at the same 
time recommended that we give more audit coverage to thatarea. We 
are doing that, and we have considerably increased the number of 
agents who are concentrating on exc ise taxes. 

7 would assume that this is background to a question: Why are we 
examining somany? Usually we cycle those because the men will get 
familiar with all the problems of one line of business and then test 
inthat area to get the prevailing practices. 

Mr. Harrineron. Was he protesting because we were not entitled 
to impose the penalty ¢ 

Mr. Gary. Well, he did not exactly say, frankly, but he said it was 
an arbitrary amount they assessed against him; they had no basis 
for it. 

Mr. Harrincton. We must have had a basis. 

Mr. Gary. That is the question I am asking. 

Mr. Deck. Let us take the druggists. The articles on which the 
excise tax is due are pretty specific. It is not like the case of a manu- 
facturer, where you have certain lines which are not subject to and 
are subject to tax. It is very simple to determine the amount of pur- 
chases for which he is accountable and take credit for his inventory, 
and have the rest of it his sales—or he must show what disposition he 
made. It is very easy and one of the most accurate tests you can make 
in the excise field. 

Mr. CANFIELD. Off the record. 

(Discussion off the record.) 

Mr. Gary. As I understand it, then, you are not imposing arbi- 
trary amounts, but you are checking these druggists and checking their 
sales, and where their taxes do not conform with the sales you are add- 
ingthe amount? Is that what is going on? 

Mr: Detk. We arrive at the addition: ul tax which seems to be due, 
and of course there again it is a matter of negotiation; whether he has 
shown us all his losses, for illustration, which may be deductible; after 
which we come down and attempt to agree on the amount of taxes he 
should have paid. If he has been negligent, of course, there are negli- 
gence penalties. 

I cannot say in any case I know of that there should be an arbitrar y 
assessment or penalty, as such, 

Mr. Gary. The situation is, then, that you are making a closer check 
on the retailers to determine any delinquent excise taxes, and you are 

sing the usual means of determining what taxes should be assessed, 
and not arbitrary methods of fixing the taxes due ? 

Mr. Dex. That is correct, sir. 

Mr. StemiNnsxt. Off the record. 

(Discussion off the record. ) 


Mr. Gary. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 
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WEDNESDAY, JANUARY 30, 1 


BUREAU OF CUSTOMS 


WITNESSES 
RALPH KELLY, COMMISSIONER 


957 


DAVID B. STRUBINGER, ASSISTANT COMMISSIONER 
CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION 9 


INVESTIGATIONS 


LAWTON M. KING, DEPUTY COMMISSIONER, DIVISION OF May. 


AGEMENT AND CONTROLS 


WALTER G. ROY, DEPUTY COMMISSIONER, DIVISION OF APPRAIsp. 


MENT ADMINISTRATION 


FRANK B. GATCHELL, JR., BUDGET OFFICER 


Program by activities: 
1. Assessment and collection of duties, taxes, and fees 
2. Appraisal of imported merchandise___- 
3. Investigations of violations of customs and related laws 
and regulations 
4. Audit of collection and merchandise accounts 


5. Analysis and identification of merchandise for tariff 


purposes 
6. Executive direction 


Total obligations 
Financing: Unobligated balance no longer available 


Appropriation __ 


Obligations by objects 


Total number of permanent positions 
Full-time equivalent of all other positions 
Average number of all employees 
Number of employees at end of year 


Average salaries and grades: 

General schedule grades 
Average salary 
Average grade 


Program and financing 


1956 actual 


| 
Ons 


2, 421, 25: 
180 


798, 


810, 196 
, 498, 633 


, 044, 779 


2, 833, 709 | 
5, 682, 80S | 


1957 estimate | 1958 estima 


10, 221 | 





1956 actual 


, 526 
103 
7, 266 


7, 422 


104, 377 


01 Personal services 
Permanent positions S 
Positions other than permanent 
Regular pay above 52-week base 
Payment above basic rates 

Total personal services 

02 Travel 

03 Transportation of things 

04 Communication services 

05 Rents and utility services 

06 Printing and reproduction 

07 Other contractual services 

08 Supplies and materials 

09 Equipment 

10 Lands and structures 

11 Grants, subsidies, and contributions: Contribution to | 

retirement fund 
13 Refunds, awards, and indemnities 
15 Taxes and assessments 


Subtotal 
Deduct charges for quarters and subsistence 


Total obligations 


15, 060 | 


44, 066, 144 


21, 365 


44, 044, 779 


44, 055, 000 | 











$32, 540, 025 $36, 443, 4 
6, 152, 000 | 7, 098, % 
2, 414, 750 | 2, 618, 7 
776, 000 822, 4 F 
816, 900 | om wal 
1, 550, 325 | 1, 694, % F 
44, 250, 000 | 49, 650, 
| 44, 250, 000 49, 650, | 
| ' 
‘ Ton 
| 
1957 estimate | 1958 estimal 
' 
7.511 77h 
101 Wy 
| 7,314 7, 
| 7, 463 7, 
| GS-7 
| | = 
$39, 506,125 | $41,008, 8 
386, 000 386, 
f 167,@ 
1, 864, 275 1, 978, % 
41, 756, 400 43, 631,08 
| 375, 000 385, i 
| 445, 000 526, i 
| 425, 000 445, 
| 90, 000 84, Mf 
| 185, 000 185, 0 
380, 000 404, ® 
| 330, 000 343,01 
| 200, 000 476, 9 
| 450, 
. 2, 654, 
| 70, 000 | 70, 
15, 000 15,005 
44, 271, 400 | 49, 671, # 
21, 400 21, 
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Budget authorizations, expenditures and balances 


1955 actual | 1957 estimate 1958 estimate 


| 
BUDGET AUTHORIZATION AVAILABLE 


| 
| 
| 


Appropriation ------------+-.------------| $44,055,000 | $44,250,000 | $49, 650, 000 
Obligated balance brought forward : ‘ -| 2, 547, 692 | 2, 091, 926 4, 930, 236 
Restored from certified claims account._-_...-.....---- Leake bane o anf 2, 915, 576 1s 


46, 602, 692 | 49, 257, 502 | 54, 580, 236 


J 


Total budget authorizations available eal 


EXPENDITURES AND BALANCES | 
| 
Expenditures— | 
Out of current authorizations _--___- Scent seats 41, 958, 925 42, 225, 340 
Out of prior authorizations_-_- aa : = 2, 509, 994 | 2, 091, 926 | 
Total expenditures _____- des i : 44,468,919 | 44,317, 266 50, lt 04, 000 
Balances no longer available: | 
Unobligated (expiring for obligation) | 10, 221 
Other... : a 31, 626 | 10, 000 |_- ‘ 
Obligated balance carried forward ; : 2, 091, 926 4, 930, 236 | 4, 386, 236 
timate — — 
Total expenditures and balances- - os 46, 602,602 | 49, 257, 502 54, 580, 236 


Mr. Gary. The committee will come to order. 

We will consider this afternoon the estimates for the Bureau of Cus- 
toms. We will insert pages 123, 124, 125, 126, 127, and 128 of the justi- 
fications at this point in the record. 

(The information referred to is as follows :) 


SALARIES AND EXPENSES, BUREAU OF CUSTOMS 
Andlysis of appropriation base for fiscal year 1958 


Regular appropriation, 1957 act ; 250, 000 
tim» | Supplemental appropriation for 1957_~- 


Total appropriation 1957___- aneed Satie ‘ 4, 250, 000 


Deductions : 
Activity 1, assessment and collection of duties, taxes and fees___ 111, 100 
Activity 2, appraisal of imported merchandise__ item bede 5, 750 
Activity 3, investigations of violations of customs and related 
laws and regulations___— mm OS 


Total__- * : Adi, § 850 
Additions : 
Activity 1, assessment and collection of duties, taxes and fees__ 2, 014, 285 
Activity 2, appraisal of imported merchandise 386, 585 
Activity 3, investigations of violations of customs and reli ited 
laws and regulations ane i 124, 595 
Activity 4, audit of collection and mere chi andise accounts 46, 405 
Activity 5, analysis and identification of merchandise for tariff 
purposes__ aid pede. Sheds nats biz 46, 540 
Activity 6, exec utive direc et axe i 93, 635 


Pe Bichtiectiin aks : mi Sita 2, 712, 045 


Adjustment in base (net)__- +2, 570, 195 


Appropriation base for 1958_____ hed : 46, 820, 195 
Increase over appropriation base for 195 S 2, 829, 805 


Appropriation estimate for 1958 "49, 6: 50, 000 


Increase or decrease from total appropriation 1957 5, 400, 000 
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fa 


Comparison of appropriation base with appropriation estimate for 1958 


a 
Appropriation base | Appropriation esti- | Increase or decrease 
for 1958 | mate for 1958 | 
Activity a de 
| j | a 
A verage Amount | Average | Amount Average | Amount 
positions | positions | positions 
“ —|——$$$—$__ | —__— —| | ———s0 
: | | } 
1. Assessment and collection of } | | | } 
duties taxes and fees___- 5, 358.9 |$34, 443,210 | 5, 578.9 |$36, 443, 060 220. 0 $1, 999, ay 
2. Appraisal of imported merchan- | } 
Meee cu catoees Se asanrh aed 1, 142.5 6, 532, 835 | 1, 247.5 7, 098, 930 105. 0 566, 005 
3. Investigations of violations of | 
customs and related laws and 
regulations_ nee b cepa’ 208. 5 2, 514, 345 313.5 | 2,618, 775 15.0 | 104, 4 
4, Audit of collection and merchan- | | 
dise accounts. sul 95.9 822, 405 95.9 822, 405 
5. Analysis and identification of 
merchandise for tariff purposes__| 115.3 863, 440 | 121.3 | 972, 005 6.0 108, 585 
Executive direction - ~~. ___- 229. 1 1, 643, 960 236.6 | 1, 694, 825 7.5 50, 865 
Total. __. ; ‘ “s 7, 240.2 | 46,820, 195 7, 593. 7 19, 550, 000 353. 5 2, 829, Ss 
Adjustment in base (net) - +-73.8 | —2, 570, 195 —73.8 | +2, 570, 1% 
Total appropriation 1957 and 
appropriation estimate for 
1958__ = : 7,314.0 | 44, 250, 000 7, 593. 7 49, 650, 000 279.7 5, 400, 
SALARIES AND EXPENSES | 
GENERAL STATEMENT 


The program of the Bureau of Customs is to effectively and efficiently perforn | 
its major functional responsibility of administering the provisions of the Tarif 
Act of 1930, as amended. Operationally, this involves the processing of all 
mechandise, carriers, and persons entering the United States in a manner 
that international trade is facilitated, the revenue is protected, and all harmful | 
or illegal importations are excluded. Certain navigation laws, and the regulations | 
of many other Government departments and agencies affecting imports and} 
exports, are also administered or enforced by customs. 

As an enforcement organization, customs is concerned primarily with com 
bating smuggling and frauds on the revenue. As stated above, it also enforces | 
the regulations of many other Federal agencies. These agencies include the 
Treasury’s Internal Revenue Service (customs collects internal revenue taxes on 
imported merchandise), Bureau of Narcotics (preventing the smuggling of 
narcotics is one of customs’ primary responsibilities, and close cooperation is 
maintained on other nareotics problems), and the Bureau of the Mint (customs 
guards against illegal exportations of gold, and sees to it that imported goli 
gets into the proper channels). Customs works hand in glove with the Immigra- 
tion and Naturalization Service, and at some places performs the entire immigra- 
tion function. Similarly, at other places, immigration officers perform both 
customs and immigration functions. Close cooperation is maintained with the 
Public Health Service. Customs also enforces the Export Control Act on behalf 
of the Department of Commerce, and funds are transferred from that Depart 
ment to in large part defray the cost of this work. Customs controls exports 
of munitions for the Department of State and of fissionable and related materials 
for the Atomic Energy Commission. At the request of and with funds furnished 
by the Department of Agriculture, customs has intensified its examination of 
passenger’s baggage and foreign mail in the interest of keeping harmful plant 
and animal pests and diseases out of the country. Customs also polices import 
quotas for Agriculture. In each case, customs performs essential functions whic 
could not be performed by the other agencies except at excessive expense. 

During the postwar period (1947-56 fiscal years) the value of imports into the 
United States has more than doubled (124 percent increase). In 1956 the 
number of formal entries filed with customs covering these imports was 97 percent 
more than the 1947 number. Almost exactly double the number of carriers 
(vessels, ferries, aircraft, automobiles, buses, trucks, and trains) came into the 
country in 1956 as did in 1947, The staggering total of nearly 129 million people 
crossed our borders in 1956. But, in 1956, the average number of customs em 
plovees on the rolls was 17.3 percent less than in 1947, and the cost of collecting 
$100 in revenue reached its lowest postwar point of $4.48 for each $100 collected. 
How has this been possible? 
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The answer has been a continuing aggressive management improvement pro- 
gram. Since 1948, when the first McKinsey & Co. survey of customs operations 
was completed, this Bureau has reported over $3 million in management improve- 
ment savings. A system of dual screening by both the Customs and Immigration 
Services made it possible for the men of the two Services to process tremendous 
increases in traffic across our Canadian and Mexican borders. The substitution 
of scientifically controlled sample weighing for 100 percent weighing and the use 
of other weighing shortcuts on many commodities have made it possible for our 
seaports inspectors to handle greatly increased volumes of importations. These 
are the headline items. Many dozens of smaller yet important improvements 
have taken place and have contributed to customs’ ability to handle its increased 
workload with reduced manpower. In the 1956 fiscal year, alone, savings totaling 
nearly $380,000 were realized and used to help meet rising workload and related 
costs. Consistent with adequate protection of the revenue and proper enforce- 
ment of the laws and regulations which it administers, customs continues and 
will continue aggressively to seek new ways of giving the United States taxpayer 
the best possible value for his dollar spent in customs administration. 

Customs has always been conservative in its workload estimates and in its 
estimates of fund requirements to carry on its operations. As shown by the 
following table, our 1956 workload estimates showed modest increases, in con- 
trast to the actual increases which were, in most instances, more than double 
the amounts estimated. 


Estimated Actual 

| _ percent percent 

| increase for | increase for 
1956 over 1956 over 








1955 1955 
Formal entries ___- | 5 10.8 
Persons entering -- 5 6.7 
Carriers entering | 4 7 6 
Packages examined at appraisers’ stores 2 | 4.5 
Invoices received ; ae 2 6.2 


It appears that 1957 will be an even bigger year than 1956. Customs collections 
to date are nearly 15 percent greater than for the same period last year, and 
formal entries ure running nearly 10 percent above last year. The end of the 
“absorption” rope has been reached. Continued increases in workload without 
additional manpower means loss of revenue, undue delays and resulting uncer- 
tainties on the part of importers, increased smuggling, and improper and 
inadequate administration generally of laws and regulations under customs’ jur- 
isdiction. All this is in direct conflict with the President’s program to facilitate 
customs processing so as to encourage and expand the foreign trade of this 
country. Additional customs manpower is essential for 1958. 

It is also planned to initiate and carry on a program of comparing appraise- 
ments of imported merchandise under old section 402 of the Tariff Act and under 
new section 402, as enacted in the Customs Simplification Act of 1956, and at the 
same time carry out our normal functions of examination and appraisement of 
imported merchandise without incurring large and unthinkable backlogs of 
unappraised invoices. 
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Formal entries filed_.- | 


Percent increase from 
prior year.---.-.-- _ 
Percent increase from 


fiscal year 1947__.- ech 












Carriers of persons Or mer- | 













































| 
chandise arriving from | | 
foreign countries: | | | | 
Vessels and ferries 175, 205 177, 419) 189, 455) 205, 840 197, 684 
Aircraft__-- 68, 336) 80, 860 80, 533 95, 920 117, 598} 8 
Vehicles and trains..__-- 17, 905, 383) 20,633,941) 25,367,498) 30,631,862) 33,369,659) 35, 927, 77 
Total ae 18, 148, 924; 20,892,220! 26,637,486) 30,933,622) 33,684,941) 36, 252,330 
Percent increase from | 
prior year a aoe +6. 7 +14.4 +8. 0} +4.7 +7.6 
Percent increase from 
fiscal year 1947 é es +15.1 +41.3 +70. 4) +85. 6 +99. 7 
Persons arriving from foreign | } } | 
countries a ews 83, 702,906) 92, 657,923) 117, 917, 217| 120, 823, 345) 128, 912, 827 
Percent increase from | 
prior year . +2. 1 +6. 6 +12.1 +5.9 +6, 7 
Percent increase from | 
fiscal year 1947 aan EN +6.0 +17.4 +49, 4} +53. 0 463.3 
Average number of employees | 
on payroll (nonreimbursa- 
ble only - 8, 787 7, 929 7, 977 7, 866 7, 302 7, 266 
Pereent increase from 
prior year__. site —1.5 +1.8 —0.9 2.8 —0.5 
Percent increase from fis- | 
cal year 1947 —9.8 —9,2 —10.5 —16.9 17.3 
§ Collections and cost of col- | 
lecting $100 
Customs collections $623, 234, 450'$515, 241, 518|$809, 133, 292 $829, 533, 733/$858, 776, 181/$983, 172,412 
Customs cost of opera- | 
tions $33, 328, 255! $34, 989, 685) $36, 762, 485) $40, 766, 117) $40, 812, 122) $44, 044, 779 
Customs cost of collecting 
$100 $5. 35 $6. 79 $4. 54 $4. 91 $4. 75 $4. 48 
Value of imports (in thou- | | 
sands of dollars): | | | | | 
Free $3, 285, 593) $4,123,136) $5,847,500) $8,057,812) $5,628,622) $6, 251,368 
Dutiable 2,101,363) 2,848, 758) 4,929,800) 4,838,012 4, 804, 572 5, 835, 115 
Total 5, 386, 956 6, 971, 894! 10,377,300! 10,895,824! 10. 433.194) 12.086, 483 
Percent increase from | 
prior year ss +10.3 +53. 5 +4.3 —0.6 +15.8 
Percent increase from fis- | | 
cal year 1947_- hiaiad é +29. 4 +100. 1 +102. 3 +-93. 6 +124. 4 
EXPLANATION OF LANGUAGE CHANGES 
No language changes are proposed for 1958. 
Analysis of appropriation base 
Appropriation alloca- | Adjustments in base | Net change in base, 
tion for 1957 increase (+) decrease 


Activity 


1. Assessment and _ collection 
duties, taxes and fees 


of 













dise 

Investigations of violations of 
customs and related laws and 
regulations 

. Audit of collection and merchan- 

_ . dise accounts 

% Analysis and identification of 
_Merchandise for tariff purposes 

. Executive direction 


Totals 


87824 —12 


vé 





1947 





541, 834) 





1949 


Significant workload data 


] 






io 


1951 


1953 


660, 727 982, 620 981, 414 
+13. 6 +26. 9} +12. 5} 
+21.9 +72. | +81. 1 





- Appraisal of imported merchan- | 


| Average | 
positions | 


5, 401.0 


1, 164.0 


Amount 


Redue- | Additions 


tions | 


$32, 540, 025 111,100 | $2,014, 285 
6, 152, 000 5, 750 386, 585 

2, 414, 750 25, 000 124, 595 
776, 000 46, 405 
816, 900 46, 540 

1, 550, 325 93, 635 
44, 250, 000 141, 850 2, 712, 045 


1955 1956 


i 
964, 553 1, 068, 975 


+10.8 


+3. 7 
+78. 0) 





(—) 

| 
Average 
positions | 


Amount 






—42.1 |+$1, 903, 185 
—21. 5 +380. 835 
—2 6 +99 595 
—1.7 +46, 405 
—1.7 +46, 540 
—3.2 +93, 635 
—73.8 +2, 570, 195 
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Net change in base 
Reductions: 


1. Savings estimated to result from management improvements, 
employee suggestions, etc.: (@) Activity No. 1 will be reduced 





a al a Reel recom $50, 000 
2. Automobile replacements: For several years funds have been 
included in this appropriation for the replacement of 75 auto- 
mobiles per year. This is a bare minimum replacement pro- 
gram since it means that, on the average, Customs cars can be 
replaced only after more than 8 years’ service. The automo- 
biles to be purchased as replacements in 1957 are being taken 
out of the 1958 base and are being rejustified as increases over 
base in the 1958 estimate, in the same amount: 
(a) Activity No. 1 (50)~_ 5. Ao Ue LE). 2 SS ee 
Oe OR ps ee WR tcc ss recast aos Femsmebat ods : 5, T50 
(¢) Activity No.3 (20) ........ i oss on in be 1: 
OO, CRA teed cs eee Rikers capes 86, 250 
Transfer of leases to Gener: ul Services Administration : 
(6) DREey a SE ee as ee open ae ike _ $3, 600 
(0), Activity No. 3.4... Be a Ene _ 2,000 
— 5, 600 
Total reductions______- be areal detent 141, 850 
Additions: 
1. Regular pay above 52-week base—26l1st day_-_--- _ 161, 000 
2. Government contribution to civil service retirement cost nhcleendiieg (ant 551, 045 


(Includes $93,400 for reimbursable employees. Legal 
opinion states such contributions is not a reimbursable 
charge. ) , 


Total additions_______ sy oe chee : -, oy (ian 


Total, net change in base______-__~_- cpa aa Be Soa 2, 570, 1% 


Mr. Gary. It appears from these tables that the appropriation for 
the Bureau of Customs for 1957 was $44,250, 000; the estimate for 1958 
is $49,650,000, which is an increase of $5,400,000. 

We hav e Commissioner Kelly before us. 

Mr. Kelly, we will be glad to hear from you at this time. 


GENERAL STATEMENT 


Mr. Ketxy. Mr. Chairman, it is again my privilege to present to you 
the appropriation estimate for the Bureau of Customs. Each of you is 
familiar, I believe, with the many-sided operation which is the day-to 
day responsibility of this Bureau. On the revenue collecting side, 

‘ustoms took in $983 million during the year ended last June 30, an 
increase of over 14 percent above the prior year. More than a billion in 
collections are anticipated this year. 

As a public service organization, each year finds Customs h: andling 
new record highs i in shipments of imported merchandise, and in num- 
bers of incoming vessels, aircraft, trains, and automobiles. Passenger 

and pedestrian arrivals continue to go up sharply. 

As an enforcement agency, C ustoms continues to serve e as the first 
and major line of defense against the introduction of items adverse to 
security, health, morals, and economic well-being of this country. 


WORKLOAD AND MANPOWER 


Last year, I presented to you a series of charts showing the truly 
remarkable growth in workload which Customs has faced. Strenuous 
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efforts have improved the efficiency and effectiveness of our operations, 
but the continuing pressures of sharply rising volumes of business have 
forced us to ask for the additional help provided in this 1958 estimate. 
To lay a groundwork for discussing the various parts of our estimate, 
J would like again to show you our series of charts, so that you may 
see how the situation has changed since this time last year. [ Presenta- 
tion of charts. | 


Mr. Gary. We will insert these charts in the record. 
(The information referred to is as follows :) 
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CUSTOMS WORKLOAD 
FIRST SIX MONTHS 1956 & 1957 
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LIQUIDATION OF FORMAL ENTRIES 
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WORKLOAD AND MANPOWER CHART 


Mr. Srrupincer. These charts come up to and include the fiscal year 
1956. I will add to that a comparison of the 6-month period in fiseal 
1956 with the first 6 months of fiscal 1957. 

The first line we have is for vehicles which indicates an increase of 
101 percent between 1947 and 1956. 

For the first 6 months of fiscal year 1957 compared with 1956, we 
have an additional 7.2 percent increase. 

The next item is “formal entries,” which is up 97 percent for the 
period involved. For the 6 months’ period we have an increase of 6! 
percent. 

Aircraft arrivals are up 90 percent and for the 6 months’ period ar 
up 11.9 percent. 
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Invoices are up 86 percent since 1947. Invocies for the 6 months’ 
yeriod are up 6.3 percent. = 
' Persons arriving, I want you to notice the total, up from 79 million 
io 129 million, or 63 percent. Again, in the 6 months’ period, that 
item is up 1.5 percent. It has not gone up as much as some of the 
other items. 

Our employees line, as you can see, in 1947 was 8,787, and it is down 
{7 percent, to 7,266. The employees figure for the 6 months is up 
slightly. 

That is the general workload picture. 


LIQUIDATION OF FORMAL ENTRIES CHART 


We have an activity here that Mr. Kelly will go into in some detail in 
the justification. It has to do with liquidation of entries. This is the 
one the committee has been concerned about, and indeed we have been 
concerned about it for some time. 

Our red line is the liquidation backlog, which in 1947 was 238,000. 
The backlog increased until it reached a peak in 1953 of almost 900,000. 
At that time we did several things. Congress passed a bill which 

rmitted us to stop the double check on liquidations and that gave 
ws additional manpower. The backlog then started down. 

In addition, during this time our average production per man on 
liquidations went up from 3,595 to 4,981, so we are getting additional 
production from each man. But even with that, in 1956, our backlog 
started going up again. The reason for this was that our volume of 
mtake in entries has gone up so rapidly we have not had the man- 
power to continue to hold even. We are now losing ground again. 

In this justification we are asking for additional liquidators so we 
ean again keep this thing at least on an even keel. * 


MAIL EXAMINATION CIHIART 


Another item in our justification asking fer additional personnel is 
that for the purpose of examining more foreign mail. We see a line 
showing packages received in 1947, of 18 million. By 1956 the re- 
ceipts went up to 35 million and we anticipate at least 37 million this 
year. 

The percentage of packages examined back in 1947 was about 12.5. 
By reason of the fact the number of packages received has gone up so 
high, we have had to cut that back in order to release the packages, so 
it the present time we are examining only 3.8 percent of the total 
packages received. 

An indication of what we lost revenuewise is the figure we have 
here, which indicates that when we examined 12 percent the average 
collection per package examined was 76 cents. The average collection 
how is $4.74 per package examined. 

That means a little more than is revealed here, because of the pack- 
ages examined we write mail entries on about 40 percent; 60 percent 
are free by reason of the fact they are free as gifts or valued at less 
than $1 or something of that kind. 

The amount collected per mail entry is now over $11 as compared to 
about $4 back in 1947, and we feel that in this spread of over $7 there 
sample opportunity to make money for the Government by examin- 








184 


ing more packages, and we are asking for funds for that purpose jy 
this estimate. 


APPRAISEMENT DATA CHART 


This chart represents another major item in our estimate asking fo 
additional personnel. Here again we start out with significant work 
load factors, invoices received and processed. We had around 925,0j 
invoices coming in, back in 1947, and we are now up to 1,720,000, 

Packages examined has gone up sharply. We do not have a com. 
parable figure back here but I would estimate this is about a 100-percen 
increase. 

Appraisement manpower is about the same but the backlog is going 
up. 
We are asking for a little more than 100 employees in this field, anj 
in this area the importance of the work cannot be overemphasized, 
The work of the examiners is the work that decides the very basis of 
the collection of duty, that is the value and classification. 


CUSTOMS COLLECTION CHART 


The next chart shows collection figures, $623 million, in 1947, a 
compared with $983 million in 1956. The black bar is the cost of col. 
lecting $100. In 1956 it was the lowest figure on record per $10 
collected. 

Mr. Gary. What is the second line, “Customs, duties, and taxes”! 

Mr. Srrusincer. Those are collections imposed by the Tariff Act. 
The total line includes internal revenue taxes collected on imported 
liquors. 

Mr. Gary. Is the $710 million included in the $983 million? 

Mr. Srrupincer. Yes. 

Mr. Gary. And the difference of $200 million is the internal revente 
figure? 

Mr. Srrupincer. Yes, sir. 

Mr. Gary. Thank you, sir. 


MANAGEMENT IMPROVEMENT PROGRAM 


Mr. Ketty. I referred earlier to our management improvement 
program. This program is vital tous. As I stated last year, it is no 
a once-a-year or even a once-a-month project. It is a regular, recur: 
ring, daily subject which receives constant attention. Several current 
projects are worthy of mention. 

1. Simplified baggage declaration: As you undoubtedly know, i 
greatly simplified form of baggage declaration was recently placed 
in use. <A series of questions, all on one page, and requiring only 
simple “yes” or “no” answers help us to establish whether the pas 
senger is carrying any merchandise potentially liable to duty or sub 
ject to close examination. If all the answers are “no”, it is not neces 
sary for the passenger to go any further. Only if a “yes” answer 
comes up, is any detailed listing of importations required. Sucha 
listing was previously required of every passenger. This is the first 
significant change that has been made in the baggage declaration fot 
25 years. ‘The new form extends a cordial welcome to travelers—ini 
languages, incidentally—and gives concise information as to what maj 
be brought in. Explicit warnings concerning agricultural product 
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are clearly set forth. The new form has been extremely well received 
both by individual passengers and by the transporting carriers and it 
has helped to speed up the clearance of passengers through customs. 

2. Mechanization of mail handling: Last year I told you of a major 
change in the examination of foreign mail at New York. On last 
July 1, the examination was taken over by experienced appraisement 
personnel. The changeover was immediately successful. The back- 
log of packages waiting examination has been substantially reduced, 
more duty has been collected, and more violations have been detected. 
We are not satisfied that we are examining enough packages at New 
York or at other ports; I will discuss this later. Last year I also told 
you of a mechanization and conveyor-belt system being worked out 
for processing mail at New York. A contract has been let for the 
installation of this conveyor-belt system in the appraisers’ stores 
building. The equipment is now being manufactured, and installa- 
tion is scheduled for early spring. It is expected that we will be able 
to handle larger quantities of mail with present manpower and also do 
amore effective job. 

3. Extension of wharf examination and examination by samples: 
In order to keep within reason the volume of packages sent to the 
appraisers’ stores, and to expedite the release of merchandise to the 
importers, a greatly expanded program of examining imported mer- 
chandise on the wharves, and of using carefully selected samples as 
the basis for appraisement has been placed in operation. The pro- 
cedures were first thoroughly tested in New York and then put into 
use along the Atlantic seaboard. Just recently they have been ex- 
tended to the west coast. We are making wharf examination and 
sampling standard practice wherever the volume of business and the 
types of merchandise imported warrant. One result has been to 
keep almost constant the number of packages being sent to the ap- 
praisers’ stores despite larger increases in the total number of packages 
received. Substantial cartage costs are thus being avoided. Adop- 
tion of this procedure in New York has permitted us to release over 
250,000 square feet of office and warehouse space for other Government 
use. 

4, Simplification of marine procedures: After very careful study by 
a special committee, a number of simplifying changes in the long- 
standing procedures for processing the entrance, clearance, documen- 
tation, and admeasurement of vessels, and their control in coastwise 
trade, have been adopted. Consultations were also held with repre- 
sentatives of the various marine industry groups, and a number of 
valuable suggestions were received. A substantial amount of paper- 
work has been eliminated. A number of changes which require legis- 
lative action have been developed, designed to simplify customs marine 
operations with no disturbance to the marine industry. These pro- 
posals will be submitted to the Congress in the near future. 

5. Idlewild baggage examination facilities: As you know, Idlewild 
Airport is one of the really great ports of entry into our country, and 
one where the volume of passengers and cargo arrivals are shooting 
up at a fantastic rate. A large expansion of both cargo and passenger 
facilities is being made. The cost of the new passenger receiving 
building will be $90 million. This has given us the opportunity of 
restudying our present methods and to develop new and improved 
methods of examining a'r passengers’ baggage. A steering committee 
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has been formed, consisting of airline operating executives, admin- 
istrators of the New York Port Authority, and senior customs officers, 
This group is reviewing the entire procedure from the moment a pas- 
senger steps off a plane “until he leaves the airport. Studies have been 
made of many airports, both in this country and abroad. A new layout 
for baggage examination has been worked out for the new building 
at Idlewild and is expected to be in operation about the middle of next 
year. Modifications of the basic layout are being proposed for new 
airport facilities at Miami, Los Angeles, Chicago, and Honolulu. 

In our minds, this is just the beginning of improvements in the 
handling of passengers, both vessel and air. Studies of this type will 
be a major activity of our management group for many years in the 
future. 

HIGHLIGHTS OF 1958 INCREASES 


Mr. Chairman, I would like now to highlight the purposes for which 
the substantial increase in funds for 1958 is requested. Each item is, 
of course, detailed in our justification, and we can go into them as 
deeply as you desire. 

In general, the increases requested fall into three main categories: 
(1) Retirement fund contributions, (2) manpower and related ex- 
penses arising directly from increased workload, and (3) a joint 
Customs-Immigration border facility construction program. 

As may be seen in the summary table, shown on the fourth page of 
the justification, retirement fund contributions for present personnel 
amounted to $2,551,045 out of the total of $5.4 million increase re- 
quested. We, of course, have no control over this large item. 

The additional cost for current personnel, resulting from the fact 
that there are 261 paid days in 1958 as against 260 in 1957, totals 
$161,000. You will recall that there was a comparable reduction last 
year when we went from a 261-day vear in 1956 to a 260-day year in 
1957. Again, this is an uncontrollable additional cost. 

It is also estimated that $50,000 will be saved through management 
improvements, and that $5,600 in lease funds will be transferred to 
the General Services Administration. 

This leaves us with 353.5 average positions, and a total of $2,829,805 
in new program funds. ‘Tt will be noted that this total includes funds 
for our automobile-replacement program, amounting to $86,250, which 
are “taken out of one pocket” and put back in another through the 
base-adjustment procedure. All the manpower increases and related 
expenses, except those for the training program and the classifies 
project, are attributable directly to the increased workload which 
Customs faces. 

INSPECTION 


I believe all of you have visited our field installations and know the 
functions of a customs inspector. By brief reference back to the sum- 
mary customs workload and manpower chart, the great and continuing 
increases in entries, carriers, and persons coming into the United 
States are obvious. Customs inspectors exercise control and supervi- 
sion over the entrance of all of these into the United States. Through 
his inspection, weighing, gaging, sampling, and related activities, the 
inspector establishes the framework for the assessment and collection 
of proper duties, taxes, and fees, and is the first line of defense against 
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the introduction of contraband and frauds upon the revenue. Unless 
adequate stafling is provided on the inspectional front, subsequent 
actions such as value and classification determinations, and the enforce- 
ment of marking, trademarks, quotas restrictions, dumping, and other 
laws, become ineffective. We are simply unable to do a reasonable 
complete and adequate job on the piers, at the airports and across the 
borders without additional inspectional help or without seriously im- 
peding the flow of international traffic. One hundred thirty-seven 
additional inspectors are requested for this purpose. 

It is to be noted that it is proposed to locate some of these inspectors 
at Idlewild in the new facilities for the increasing number of passen- 
gers entering that port. 


LIQUIDATION OF IMPORT ENTRIES 


With respects to the very important subject of liquidation, we had 
hoped to present to you a continuation of the reduction in backlog com- 
parable to those of the previous 2 years. Unfortunately, the large 
merease in the volume of incoming entries prevented this from hap- 
pening. We ended up the year w ith our b: acklog slightly higher than 
the year before. The continuing increase in the number of entries re- 
ceived necessitates an increase in the number of liquidators to keep 
the backlog from growing, to say nothing of meeting the desire of the 
committee and ourselves to continue its reduction. We have continued 
our efforts to improve this operation, which is indicated by the fact 
that the number of liquidations per man per day is the highest ever. 

We recently instituted a successful proc edure for liquidating un- 
conditionally free entries at subports. This has all been helpful and 
has kept the backlog from getting out of bounds. But we are fighting 

a losing battle against the constant growth in entries filed, and urgently 
need the 10 additional liquidators requested for 1958. 


MAIL EXAMINATION 


Mail examination is a familiar subject to the committee. From the 
charts previously shown—the number of foreign packages increased 
from 30.6 million in 1955 to 35.4 million in 1956. The number of pack- 
ages have increased 22 percent in the first 6 months of this year over 
last vear and it looks as though we will have about 40 million for 1957. 
The number of packages opened and examined in 1956 amounted to 
1,394,959, a slight increase over those opened in 1955. The overall 
rate of examination dropped from 4.6 percent in 1955 to 3.8 percent 
in 1956 due to the great increase in volume. We hoped to examine 
4 percent this year, but the increased volume of packages is again so 
great that we will havea hard time holding our own. 

We are examining more packages but “the percentage has dropped 
down due to the increase in the total. If the growth of foreign mail 
continues, several of our larger mail bureaus will become seriously 
overloaded. More space, more mechanization, and more specialized 
examination will be required. 

In the early part of our presentation, I told you about the changes 
underway and our e xpectations for improvement at New York. Only 
recently the postal situation at Los Angeles burst its bounds, requiring 
more space, the transfer of part of the operation to the airport, and 
closer examination by trained appraisement people. 
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As of now, to meet our 4.5-percent examination goal for 1958, the 40 
additional positions requested are our minimum requirements. Reve- 
nues on foreign-mail shipments increased by almost $2 million in 1956 
over 1955. I believe we promised you an increase of $1 million if we 
received additional people. That $1 million has turned into $2 mil- 
lion. With additional help our experience shows that the greater 
number of packages examined will produce substantially increased 
revenue. This operation will come under review each year as the 
growth increases. You can be assured we will give it the attention its 
importance deserves and will bring our needs to your attention as we 


do this year. 
APPRAISEMENT 


The request for additional appraisement manpower is based entirely 
on workload. Since we have not discussed in detail the appraisement 
operation with you for a number of years, I would like to give you a 
little background. Customs appraisers have authority to take final 
action in enforcing value provisions of the tariff act. They also enforce 
the Antidumping Act, and make advisory classifications of imported 
merchandise. The impact and importance of the work may be more 
fully appreciated when it is realized that $12.1 billion worth of mer- 
chandise came into this country in fiscal year 1956 on which over $983 
million was collected. Approximately $13 billion worth is expected in 
1957 and 1958. 

Customs appraisers are the product of careful selection and long, in- 
tensive training. They are technically equipped to deal effectively 
with any of the complex technical problems which arise normally in 
the appraisement and classification activities. Efficient performance, 
however, is predicated upon adequate staffing of each appraiser’s force, 
The workload imposed by the steady increase in volume of invoices 
during the past several years has been offset somewhat by worksaving 
procedures adopted by this Bureau. However, you will recall that the 
charts showed 11- and 6-percent increases, respectively, during each of 
the past 2 fiscal years in the number of imported merchandise invoices 
received for appraisement. Additional sharp increases appear certain 
in 1957 and 1958. Again, as was mentioned above in the case of in- 
spectors, we are at the end of the absorption rope. Additional man- 
power is essential. 

In addition to the sustained upward trend in the volume of imports, 
extra work, necessary under the provisions of Public Law 927, ap- 
proved last summer, is being added to the appraisement workload for 
the next 3 or4 years. Essentially, we must know the relative effect of 
valuation under old section 402 of the tariff act and new section 402 as 
enacted by Public Law 927. This means that most invoices covering 
merchandise subject to ad valorem rates of duty must be carefully ap- 
praised on both bases and a report covering such dual appraisement 
must be prepared. This, alone, is a tremendous task. 

Accordingly, to meet both types of increased workload, increased im- 
ports and dual appraisement, we are requesting 105 additional examin- 
ing aids. We hope, with this help, to keep the backlog of unappraised 
invoices (on which importers do not know their final landed costs) 
within reason, although it will be impossible to fully keep up with the 
additional work. 
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ENFORCEMENT 


On the enforcement side, Mr. Emerick is prepared to give you a full 
¢atement. I will just mention a few points. You will recall that last 
year 1 planned to call in those collectors who have most to do with 
forcement problems for a conference. Several meetings were held 
during the year with collectors at regional centers to discuss operating 
sroblems, with special emphasis on enforcement. Our enforcement 

roblems are always uppermost in our minds—New York, the Gulf 

rts, the Mexican border-Pacific coast—and our top staff group fre- 
quently visit these areas. I have just returned from a trip along the 
Mexican border where there are many problems. The recent visit of 
the congressional committee to Brownsv ille brought out information 
shich has resulted in an increase in the enforcement at that important 
border port. 


CHEMISTS 


Our customs laboratories are manned by experienced scientists and 
ae of high quality. They provide invaluable assistance in identify- 
ing products of the greatest complexity. They supervise our weighing 
program to be sure it stays in line. They assist in enfor¢ ‘ement ‘prob- 
lms. On dyestuffs, sugar, and wool, their work is of major impor- 
tance to the revenue and to the protection of domestic industry. Here 
wain workload has caught up with us. We must have more manpower 
ud more equipment if we are to keep up with the volume and ever- 
changing variety of imports. 


LIAISON OFFICERS 


Over the years, Customs has had a high-grade management-improve- 
ment program. Great credit for the success of this activity must go 
toour liaison officers who work out of Washington under the super- 
vision of our senior staff. These liaison officers are handpicked from 
the field and peau urters forces and often graduate to high senior 
positions in our career force. The basic activity in this group in- 
wives reviews of ope rations in the field. Some of the offices in remote 
lations have a minimum of contact with headquarters and with other 
ield offices. ‘These men bring their methods up to date, study the use 
if personnel and operations to be sure all our offices are following the 
test practices and ac¢ oonpliehinie thes job with a minimum of routine 
work and expense. These men also constitute a pool of talent from 
thich I can select special groups to study airports, marine functions, 
ppraisal methods, liquidation procedures, training programs, and 
mny other special projects which are continually coming up for : 
tudy in a fast-moving operation such as ours. The salaries of the 
three additional men requested will be justified many times by the man- 
wement improvements they will develop. 


TRAINING 


One of the projects for next year covers a recommended training 
program for the future. The relatively high age of many of our 
“pervisors, coupled with recent liber alization of the retirement laws, 
makes such a program of the highest importance. The project group 
will oy past training programs of customs; those found effective 
nother Government departments as well as any in private industry 
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that have application to our service. When we arrive at a satisfactoy 
training program, we will present it in outline to the committee wif) 
a request for sufficient funds to place it in practice. 
I shall be glad to discuss the classified project with you at yoy 
convenience. 
OTHER EXPENSES 


All of these manpower increases carry with them related expensy 
These include, primarily, equipment, such as that needed for op 
laboratories; scales, which are of major importance in expediting th 
handling of volume merchandise, cartage, and other smaller amounj 
of travel, supplies, communications, and so forth. All of thes 
auxiliary costs are essential if full and efficient use is to be made of tly 
manpower. 

BORDER CONSTRUCTION PROGRAM 


I would like to turn now, very briefly, to our border constructig 
program, to be financed and carried out jointly by the customs ani 
immigration services. The original legislation authorizing the cop 
struction of such facilities was enacted in 1930, and a number of sty 
tions were built during the following decade. Only one station, ¥ 
Falcon Dam, Tex., has been built since the war. The proposed sty. 
tions will be simple, functional buildings adapted to the localities 
In the justification material we have included photographs of th 
present facilities which it is planned to replace. The pictures shor 
far more eloquently than I can state why some of these places ar 
aptly described as “seriously inadequate and disgraceful in appear 
ance.” Many of our present stations are some miles from the borde 
well back of many intervening roads which can easily be used by it 
dividuals wishing to avoid going through customs. 

At Dunseith, N. Dak., the office is in an old tourist court 13 mile 
south of the border. At Sarles, the office is 3 miles from the borde 
and 3 miles off the main north-south highway. The same thing is tre 
at Hannah, N. Dak. At Turner, Mont., the building is not ‘only 1 
miles from the border, but actually has no inside plumbing. 4 
Andrade, Calif. the offices and living quarters are in abandoned bor 
ear. It can r adily be seen that this proposed construction progral 
is a major need of both customs and immigration services. 

I may say also, that there are several large border building project 
most notably at San Ysidro, Calif., Eagle Pass, Tex., and Brow 
ville, Tex., included in the 1958 estimate of the Public Building 
Service of the General Services Administration. These are majt 
projects of the highest priority but are too large to be built unde 
the joint customs-immigration authorizing legisla ation. 

We need these new facilities at the border because I question olf 
ability to do any kind of enforcement with the existing facilities th 
way the number of vehicles and pedestrians has increased. 

Mr. Chairman, this concludes my formal statement. With you 
permission, I would like to have Mr. Emerick present a short statemell 
covering the enforcement operations of the Bureau of Customs. 

Mr. Gary. Thank you, Mr. Commissioner. 

Mr. Emerick, we will put your statement in the record at this poitt 
Will you just give us the highlights, off the record ? 

Mr. Emerticr. Yes, sir. 

(Discussion off the record.) 
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(The matter referred to follows :) 


InTRODUCTORY STATEMENT OF CHESTER A. EMERICK, DepUTY COMMISSIONER OF 
CustToMs, TREASURY DEPARTMENT, BUREAU OF CUSTOMS 


Mr. Chairman and members of the committee, it is a privilege for me to out- 
line again the principal developments in the investigative and enforcement work 
of the Bureau of Customs. At the present time our authorized force of customs 
investigators totals 224. This includes 27 officers stationed in Tokyo, Hong 
Kong, London, Frankfurt, Paris, Milan, Antwerp, Mexico City, Montreal, and 
Habana. Our appropriation estimate for the fiscal year 1958 provides for an 
additional 15 customs agents. It is planned to assign the 15 agents to the office 
of the supervising customs agent at New York City in order to provide adequate 
investigative personnel to conduct properly the smuggling investigations in the 
New York area, especially those involving the smuggling of narcotic drugs, watch 
movements, and diamonds. 


MAJOR ENFORCEMENT PROBLEMS 


During fiscal year 1956 we were confronted with four major enforcement 
problems. They were the smuggling into this country of narcotic drugs, 
watch movements and cut diamonds, and the smuggling out of the United States 
of arms, ammunition, and implements of war. 

Seizures of narcotics and marihuana made during the past 2 fiscal years are 
set forth in the following comparative table: 





| 
Fiscal year 1956 | Fiscal year 1955 


| | | 
| 
| Number of} Ounces | Number ot} Number of| Ounces | Number of 
| 
| 
| 





Seizures | pieces | seizures pieces 
ae RSS Soe ae ec idcs isis) iA aad 
| j | 

Heroin... . 116 | 554 | 95 | 254 |. - 
Raw opium --_-.---- 12 | 115 22 COD Fo 200s 
§moking opium __. 36 | 252 | 40 AW. tick 
Other narcotics. ..............] 95 | 103 | 148 | a 
Marihuana, bulk. .._.........| 378 | 38, 350 |.....- 348 | SEGRE bn aes 
Marihuana cigarettes -._._.---} 158 | ‘ 4, 377 | TUE, toas- wena 3, 599 


Europe continues to be a major source of heroin smuggled into the United 
States. Our report of last year referred to the seizure of important lots from 
this source dispatched on board the French vessels St. Lo and St. Malo, in one 
case via Canada. 

Subsequent information has alleged the presence of substantial quantities of 
heroin on two other French ships of the same line as those mentioned above. 
Both of these made an itinerary up the St. Lawrence and the Great Lakes, where 
they were intensively searched at various Canadian and American ports, and 
followed en route by Canadian and American patrol vessels. No narcotics were 
found, but on the second vessel the Canadian authorities found five Italian 
aliens living in a cargo hold, where they had been made comfortable by crew 
Members with food, liquor, and cigarettes. Investigation disclosed that they 
had paid $1,500 each for these facilities, and had intended to land at Detroit. 

Heroin from the same source as the St. Lo and St. Malo seizures was appar- 
ently involved in a case which arose at New York on February 19, 1956. During 
the clearance of passengers from the Italian steamship Saturnia, a customs en- 
forcement officer stationed at the pier head noticed a peculiarity in the appear- 
ance of Giuseppe Indelicato, a passenger in transit to Windsor, Ontario, who had 
already obtained baggage cle: Arance, and was about to leave the enclosure. This 
irregularity in the passenger’s figure was found due to the presence of a packet 
of heroin in his breast pocket, and 7 more packets in the pockets of a specially 
made vest he was wearing ssielimsitte his clothes; total weight of the contra- 
band was 56 ounces. Indelicato was sentenced to serve 5 years. 

Our report of last year mentioned several seizures of heroin apparently manu- 
factured in the Portuguese colony of Macau, brought in on Norwegian vessels 
Sailing from Hong Kong. The largest seizure made on the Pacific coast during 
the past year was effected at Los Angeles on June 19, 1956, and involved another 
vessel of the same line, the motor vessel Sunnyville. This consisted of about 75 
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ounces found at sea and turned in by the master, who was officially commended 
for his alertness. The two Chinese crew members responsible were identified, but 
could not be prosecuted for any violation of American law. They were immedi- 
ately returned to Hong Kong, where the authorities cooperated with enthusiasm, 
Upon receipt of a sample of the seizure, together with available documentary 
evidence, they took the administrative action of banishing the offenders from 
the colony for life. Under present conditions in the Orient, this is considered a 
more severe punishment than imprisonment. 

That the Orient has some skilled narcotic chemists was indicated by a seizure 
made at San Francisco on March 9, 1956, from Andrew Johnson, a crew member 
on a vessel of the Military Sea Transportation Service. He was found to have 
concealed under his clothing various packages containing a total of 8 ounces 198 
grains of heroin and 219 grains of cocaine. The noteworthy feature was that 
this heroin assayed 99.9 percent pure. Johnson was sentenced to serve 3 years, 
and was fined $100. 

Some heroin continues to come over the Mexican border, and we make numer. 
ous seizures. They represent chiefly the stocks of addicts and minor peddlers, 
rather than wholesale lots. The last Congress made an attack on this addict 
traffic by passing 18 United States Code 1407, which requires the registration of 
addicts and convicted violators on leaving the United States or returning thereto, 
We have already obtained a few convictions as a result of this law and expect 
it to be of great help in enforcing the narcotic laws. 

The most important commodity smuggled over the Mexican border is mari- 
huana, as will be seen from the table above that seizures increased during the 
past year. Enforcement activity has been stepped up, both by an increase in 
the number of customs agents, and by a determined effort to apprehend 
important traffickers and organized gangs. 

The largest individual seizures of the year were 201 pounds taken at Laredo, 
Tex., on April 12, 1956, from Jose Ramon Mills Ortiz and a woman companion, 
and a lot of 188 pounds delivered near McAllen, Tex., on May 13, 1956, by Daniel 
Cantu and 38 other violators in culmination of an undercover case carried 
on during a period of about 6 weeks. Completion of the latter case required 
delicate tactics, as Cantu, a convicted murderer, had threatened to shoot offhand 
anybody of whom he became suspicious. Prosecution of both the Mills gang 
and the Cantu gang is still pending. 

Perhaps the most satisfying case of the year resulted from an extended 
investigation carried out by customs agents and police of a mixed gang of 
Americans and Mexicans, both Caucasians and Negroes, who were smuggling 
marihuana and heroin from Mexico and distributing it in Houston, Tex., Chicago, 
Ill., and various other cities. The termination of this investigation came sooner 
than expected, when some of the gang became lost in a fog during early morning 
hours, and endeavored to retrace their course. As they were then being followed 
by officers, there was little to do but arrest them and seize the 50 pounds of 
smuggled marihuana and 75 grams of smuggled heroin they were trying te 
deliver. 

At the time in question, the principal conspirator happened to be in Mexico, 
and he has never been apprehended. It was possible, however, to indict and 
convict 11 other members of the gang, and on May 11, 1956, they were sentenced 
in Houston to terms up to 10 years and fines up to $1,000 in individual cases. 
The 10-year sentence was received by Humberto Rodriguez, considered the most 
important narcotie dealer in Chicago. 

A month after the Houston case, in June of this year, a customs agent at 
Laredo received information of a 100-pound shipment of marihuana going to 
Chicago. This was kept under surveillance until its arrival in that city, where 
the cooperation of the police was obtained, and the automobile in question still 
kept under surveillance for some 4 days. At the end of that time, on June 22 
two individuals removed the marihuana from the car and divided it between 
them, whereupon they were arrested. These violators proved to be Joseph 
Rodriguez, a brother and apparently the successor of the Houston conspirator 
mentioned above, and one Juan Ramirez. The latter forfeited bail of $5,000, 
and is a fugitive in Mexico. Rodriguez, however, was brought to trial in State 
court, where he was sentenced to serve 4 years, and fined $2,500. 

The last Congress passed important legislation in 21 United States Code 174 
(h), which removed the offense of marihuana smuggling from the general smug- 
ling provision of 18 United States Code 545, and prescribes more severe penalties. 
It is probable that this change will have an increased deterrent effect on potential 
violators, particularly on repeaters. 
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WATCH MOVEMENTS 


Reports persist that the smuggling of watch movements has increased since the 
issuance of Presidential Proclamation No. 3062 of July 27, 1954, which raised by 
approximately 50 percent the rate of duty applicable to such movements. The 
American Watch Association, Inc., reports that the smuggling of watch move- 
ments has seriously disrupted the American market. 

Every possible effort is being made to combat the smuggling of watch move- 
ments, the focal point of which is the New York area. In that connection, the 
Bureau of Customs has invoked the enforcement provisions of the Swiss trade 
agreement which provides that the Swiss watch organization will furnish infor- 
mation to United States customs authorities regarding the smuggling or sus- 
pected smuggling of watches. 

The office of the supervising customs agent at New York is now conducting ex- 
tensive investigations following the receipt from the Swiss authorities of infor- 
mation on the shipment of watch movements exported to suspected persons and 
firms in the United States. 

The most recent important seizure of Swiss watch movements was made at 
Miami, Fla., on August 29, 1956. At that time 21,258 watch movements valued in 
excess of $200,000 were seized from one Roberto Mederos Perez, a resident of 
Tabana, Cuba, and a citizen of Cuba. The investigation of the above case to date 
has established that Mederos was employed as a courier; that the watches were 
moving from Panama to Cuba via Miami under a transportation and exportation 
entry in 6 suitcases falsely described as personal effects valued at $100; that the 
movements all bore the symbols of New York importers ; that they were marked in 
accordance with the provisions of paragraph 367 of the Tariff Act; and that they 
were ultimately destined for sale in the United States. 

Another important Swiss watch-movement violation investigated during the 
past fiscal year commenced with the seizure on January 27, 1956, by customs 
agents at New York City of 4,488 watch movements. This seizure. was made on 
the premises of the PM Transfer Co. which company is owned by John Masiello 
and Pasquale Masiello. The watches were part of an in-bond shipment described 
ag camera tripods which had arrived at the port of New York and were destined 
to Canada. 


THE SMUGGLING OF DIAMONDS 


’ 

Diamond smuggling is profitable chiefly because of the saving that is effected in 
evading income and luxury taxes. The reports received relating to diamond- 
smuggling operations indicate that Americans desirous of dealing in this traffic 
may make their purchases in Antwerp, Belgium, the principal market, at pre- 
vailing prices plus 8 to 10 percent to guarantee safe delivery via the smuggling 
route. 

The following are two of the most important diamond cases made during the 
past fiscal year. On information obtained by one of our agents in Europe, 
customs agents at New York on October 16, 1955, seized diamonds appraised at 
$48,000 from the chief steward of the 8. 8S. Assyria. The offender was placed 
mder arrest and subsequently convicted of smuggling. 

On October 17, 1955, a suspected diamond smuggler arrived at the New York 
International Airport from Europe. sefore examination of her person and 
baggage was commenced, two rubber-wrapped packages were found on the 
floor in the immediate area where the suspect had been sitting. The packages 
were examined and found to contain SO7 carats of uncut polished diamonds 
which were seized. The diamonds were appraised at $84,395. 

THE SMUGGLING OF ARMS, AMMUNITION, AND IMPLEMENTS OF WAR OUT OF THE 

COUNTRY 


Violations of the Mutual Security Act involved for the -most part attempts by 
Cuban revolutionary groups to export arms, ammunition, and implements of war 
to Cuba without meeting the licensing requirements of the Department of State. 
As you know, the act mentioned is adminstered by the Department of State and 
enforced by the Bureau of Customs as the agent of that Department. Most of 
the violations occur at New York or Miami. 

During the year a secret indictment was returned at Miami against Miguel 
Angel Sanchez, a Cuban revolutionary, who had been engaged in violating the 
Mutual Security Act. 
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On March 2, 1956, 21 M-1 carbines were seized at Miami from one Carlos ] 
Maristany, the nephew of Carlos Maristany, former Cuban Minister of Labor 
during the Carlos Prio Socarras regime. 

On June 22, 1956, Lomberto Diaz Rodriguez, former Cuban Minister of the 
Interior under Prio, was arrested on the conspiracy indictment returned in Miamj 
in July 1955. He entered a plea of nolo contendere. Also during June fiye 
coconspirators named in the indictment entered guilty pleas and were fined 
They had been charged with the attempt to illegally export two P-51 military 
aircraft. 

As of June 30, 1956, 25 defendants had been arrested as the result of investiga. 
tions conducted by the Miami office. Twenty-three of these offenders have entered 
pleas of nolo contendere or guilty. Two defendants became fugitives following 
their arrest and bonds posted by them have been forfeited. 

In June 1056, Rafael Izuierdo, a coconspirator in an indictment returnej 
against Carlos Prio and others in New York, entered a plea of nolo contendere 
at Miami and was sentenced to pay a fine of $4,500. 

Very important and effective work is being performed by our New York 
office in keeping close tab on shipments of arms imported into and withdrawn 
from the foreign trade zone at that port and in investigating information 
received concerning possible attempts to illegally export arms and implements 
of war, especially to Cuba, Israel, and Arab countries. The agent having this 
assignment works very closely with representatives of the CID and agents of 
the Alcohol and Tobacco Tax Unit of the Internal Revenue Service. 


UNLAWFUL IMPORTATIONS OF CHINESE MERCHANDISE 


The ban on trade relations with Red China and the lack of restraint in trade 
between the latter country and Canada has caused an increase in the smuggling 
of Chinese hog bristles, foodstuffs, and other types of Chinese merchandise from 
Canada. The smuggling of Chinese hog bristles has been of particular concern 
to the Foreign Assets Control Office of the Treasury Department as well as to 
the Bureau of Customs. Investigations have established that several hundred 
thousand dollars’ worth of Chinese bristles have been illegally imported into 
the United States in violation of the laws and regulations enforced by Foreign 
Assets Control and the customs service. Hog bristles valued at approximately | 
$200,000 are presently under seizure and cases involving persons and firms 
engaged in the illegal. importation of such merchandise are under active 
investigation. 

ARRESTS, CONVICTIONS, ETC. 


There were 910 arrests, or 192 more than were made during the previous year, 
Of these 764 were made in the Laredo and Los Angeles districts. There were 
463 convictions, or 43 fewer than last year. Sixty-one were acquitted while the 
cases against 29 were nolle prossed and those against 121 were dismissed. One 
hundred forty-six were released to other agencies. Fifty were not indicted. 


At the end of the year there were 274 offenders still under, or awaiting, indictment. 


Mr. Chairman, this concludes my statement on the enforcement and investi- 
gative acitvities of the Bureau of Customs. 


SIMPLIFICATION OF MARINE PROCEDURES 


Mr. Gary. What are the proposals to simplify marine procedures! 

Mr. Ketter. Of course, the new baggage declaration is one of them. 
Then we have simplified the passenger manifest. 

Formerly it was a requirement that the passenger manifest must not 
only list the number of passengers but also list the number of pieces 
of baggage that each passenger had. This has been changed to omit 
the number of pieces of baggage. 

It is common procedure for cargo ships to discharge and lade cargo 
at several ports such as New York, Philadelphia, Baltimore and Nor 
folk. It has been a requirement that a manifest be issued at each port 
and a copy of this manifest be sent to the final port of call. At that 
port the manifest had to be a summation for all previous ports on that 
trip. 
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This has been changed to omit the final summation manifest and 
have the individual port manifests suffice. 

Another change is important. We required from each captain a 
certified copy of the shipping articles. I think that is the right term. 
The Shipping Commissioner is under the control of the Coast Guard, 
_ the captain would have to go to the Coast Guard to take care of the 
details of shipping his crew and obtain their certification, and then 
he would have to come tous for our certification. We have waived that 
requirement, and he is handled completely by the Coast Guard in 
connection with his crew list. 

There are several other simplifications we have made relative to 
boarding vessels. It used to be they had to be boarded the minute they 
came in the harbor, and sometimes with expensive overtime. Now 
we require only that the ship be boarded before it discharges cargo. 

Captains were required to report to the customs house in person 
every time they came in port. This is a distinct hardship in many 
ports where his sda may be docked some miles from the custom house. 
The formalities of reporting can now be performed by his agent. We 
have eased a number of these annoying restrictions which took time 
and which were not too important, anyway. 

We have other changes in mind where it is necessary to request 
legislation. One is in connection with admeasurement. To our minds 
the present admeasurement provisions apply to ships which are too 
small. We don’t think it is important to thoroughly admeasure a 

yacht in the same way you would admeasure a ship like the United 
States, but that is in accord: ance with the present law. 

There is another provision where a ship, like a tuna boat, which may 
be operating off Peru, has to come all the way back to its home port, like 
San Diego, when it is desired to change the mortgage. 

To our minds such a change in mortgage or “other documentation 
can be handled while the ship is operating off Peru. 

It is also proposed to issue a single document to a foreign registry 
ship so that it will not be necessary to issue a set of new documents for 
achange in trade route or cargo. This will eliminate a lot of trouble- 
some paperwork. 

There are others, but those are the main ones. 


SHIPBOARD CUSTOMS EXAMINATION 


Mr. Gary. How much savings, to Customs and to shipboard passen- 
gers, could be effected if customs representatives traveled aboard the 
major passenger ships and performed their duties on board? 

Mr. Keuiy. The first ansaver to that, Mr. Chairman, is that the in- 
spection would not be adequate. We have tried shipboard inspection 
several times. A person traveling on a ship has part of his belongings 
in the baggage hold, part.in the ready hold, and part in his cabin. It 
has been our feeling and our experience that passengers don’t want 
to be bothered on shipboard by an inspector going through their be- 
longings, and also we do not feel we can isolate families and sections 
of a ship which would be necessary if we were to conduct a proper 
inspection. 

We feel our present practice is necessary, it does not take too long a 
time, the people are used to it, and we get a good look at all of their 

longings on the pier. 
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Mr. Gary. England does that, does it not, between LeHavre and 
Southampton ? 

Mr. Kerry. I am not sure of that. When I was in England this 
year I did see them handling their own people, and they were ve 
strict. They have a purchase act over there, and I saw them actually 
take wristwatches off of ladies’ wrists and examine them for nevw- 
ness, and many times the lady confessed that she did buy it on the 
Continent and paid the duty. I know they are very strict with their 
own people on account of the purchase tax that they have in England, 

Mr, Srrusincer. The biggest deterrent to what has been suggested 
would be the fact that if you made an examination on shipboard you 
would be accomplishing almost nothing because the passenger that 
you had examined would mix in with the passengers who had not been 
examined, and we would have no idea in the world of what was being 
passed back and forth. Actually our examination would mean 
nothing. 

Mr. Ketxiy. I would rather have no examination than try to do it 
on board ship. 

As Mr. Strubinger said in other words, you cannot isolate passen- 
ger and baggage on a ship. There is baggage all over the place, 
People are t taking naps, going to parties, and it is entirely an unhappy 
situation when the inspector appears to conduct an examination. We 
know that from firsthand knowledge and not from theory. 


PROPORTION OF 





ARRIVALS FROM CANADA AND MEXICO 


Mr. Gary. In the statistics on carriers and persons arriving from 
foreign countries, how much represents Canadian-United States and 
Mexican-United States travel ? 

Mr. Ketiy. We don’t have that offhand, but we will supply it. 

Mr. Gary. Will you give us that for the record ? 

(The information requested is as follows:) 

Of the total 36,252,330 carriers entering the United States in fiscal year 1956, 
17,772,632 came across the Canadian border, and 18,337,933 came across the 
Mexican border. Comparable data on persons entering are: Total, 128,912,827; 
Canada, 46,924,644 ; Mexico, 79,197,888. 

Mr. Ketiy. You will notice that the pedestrian travel increased 
only slightly in the last 6 months. That has been due to the effective- 
ness of the wetback campaign on the Mexican border. 

The travel of people by vehicle has increased even though the total 
number of persons crossing the border remains rel: itively the same. 

Mr. Gary. It is seasonal, , too, is it not? It is relatively easy to get 
across the Mexican border, whereas in Canada with the snow and ice 
it is more difficult. 

Mr. Ketxiy. The traffic crossing the Mexican border is terrific, par- 
ticularly at El] Paso. The main point of entry is the Santa Fe Street 
Bridge, which has three lines of travel, and the traffic across that 
bridge is just terrific. There is confusion and pandemonium all day 
long. It is estimated that 22 million people will enter the country at 
E] Paso this year. 

At El Paso the facilities will be expanded so we can fan it out to, 
say, three times what it is now and obtain better enforcement. That 
is the one reason why we are so very keen to have other facilities on 
the border provided, at other main ports of entry on the Mexican 
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border so we can get better enforcement. We could get a better look at 
the people coming across the border than we do now. 

Mr. Gary. I was at Brownsville in November, and they pointed out 
the changes that they expect to make there. 

Mr. Ketiy. The facilities at El] Paso will be built by private in- 
terests and leased to the Government. They will cut a bridge girder 
and fan the traffic across a large lot under the control of ¢ ustoms. 

At San Ysidro, at Eagle Pass, and at Brownsville it will be a GSA 
proposition, and the number of inspection lanes will be greatly ex- 
panded. Mr. Strubinger was in on the layout last year. T ‘he number 
of lanes at San Ysidro will be expanded from 6 to 18, and we will have 
3 times as good a look at the people and the vehicles as we now do. 

We will also separate the truck traffic from the passenger traffic. 
It is all in one heap now, and we will be able to handle the trucks much 
better than we do now. 


TIME CONSUMED IN CUSTOMS EXAMINATIONS 


Mr. Gary. Could you give us some idea as to how long it takes a 
traveler arriving by steamship to be processed through the United 
States customs and through the English, French, Italian, and Japanese 
customs ¢ 

Mr. Keitiy. You mean comparing it? 

Mr. Gary. Yes. 

Mr. Ketiy. Our problems are entirely different. It may take as 
much as 4 hours to clear a ship landing 1,500 passengers in New York. 

When I was in Southampton last year I met the Queen Elizabeth, 
but by that time a large percentage of the passengers had left the 
ship at Le Havre, so of a passenger list of 1,500 only about 500 landed 
at Southampton. We docked at 10 o’clock at night and a few 
left that evening. Some left on the boat train at 8 the next morning, 
and another group left at 10 the next morning. There was no rush 
and there was no confusion. Their time was set by the time the boat 
train left and not by any other medium, so it was a very leisurely 
process. 

When [I landed at Le Havre, the local baggage for the people 
taking automobiles from Le Havre was put in a heap and processed 
quickly. The large portion of the baggage went on the boat train 
and are processed on the train going to Paris and at the Paris railroad 
terminal. 

If I may go off the record. 

(Discussion off the record.) 

Mr. Strrusrncer. I would like to add one thing, Mr. Chairman. 
We take more time on baggage for several reasons. “First, the exemp- 
tions allowed United States residents returning from trips abroad 
are much more liberal than those allowed by any other country in 
the world. There is only one other country in the world that permits 
a person to buy something abroad and have it sent to him. In order 
to permit that, we have to have a record of it because we have to 
clear it. Unless we have a declaration with that item shown on it at 
the time the person arrives, we have a very confused situation with 
regard to the dutiable status of the article. 

n addition, a $500 exemption is about five times more than any 
other country has. You will find this—I have noticed it and I knew 
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Mr. Kelly has—that with respect to American tourists entering for. 
eign countries, they get a quick once over, but their own nationals 
get a thorough examination, probably more thorough than the exam. 
ination of our residents returning to the United States. 


EXAMINATION FOR AGRICULTURAL PRODUCTS 


Mr. Ketiy. Another thing that causes us to be more thorough than 
other countries is the examination we make for the Agriculture De. 
partment. They have transferred funds to us providing additional 
inspectors so that we can perform a complete examination in the 

same time we formerly did for a spot examination. We now havea 


100-percent examination of bags, principally for the detection of for. 
bidden agricultural products. 


Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Srruerincer. There is one thing else I think ought to be added 
on the record as to the comparative times. At the airports I think we 
do as fast a job. In the case of steamships, we do not do as fast a job, 
but that is due to inadequate facilities. The baggage comes off the 
ship, is put on the floor, and the examination has to be done on the floor 
at a terrific inc onvenie nee to the passengers and te pt involved, 
There is a lot of loss of time due to in: vdequi rte facilities to examine 
baggage. 


MAIL EXAMINATION AT AIRPORTS 


Mr. Gary. You state that part of the mail examination at Los An- 
geles had to be transferred to the airport. Why should not an essential 
part of this work be done at any airport of entry ? 

Mr. Keiiy. We are continually studying that possibility at all large 
airports. When I was in Honolulu I arranged that the Army mail, 
APO mail, would be processed at the airport and not be brought into 
the post office. That has been successfully accomplished, and yester- 
day I received word that they had extended this procedure to Navy 
mail, which is now being processed at the Navy airfield and not being 
brought into the post office. 

At several other places we have studied the possibility of doing that 

same thing, but we found that the volume was not great enough to sta- 

tion a man out at the airport. It is anticipated in future years the 
volume will be great enough for both the post office and ourselves to 
handle the mail at the airports. 

Mr. Srrupincer. I think another thing should be added. All the 
space we occupy at international airports is provided free. If we 
started an examination of this sort we would have to pay rent, and 
space is at a premium. 

Mr. Kexty. Also, we must do this inspection in cooperation with 
the Post Office Department. The mail must never be out of the juris- 
diction of the Post Office Department. 


INCREASE IN REVENUES ON FOREIGN MAIL SHIPMENTS 


Mr. Gary. I note that revenues on foreign mail shipments increased 
by $2 million in 1956. Did this result from increased shipments or 
increased customs enforcement ? 


Mr. 
one-tl 
peopl 
$1 mi! 

Thi 
reven 
about 
of th: 


Mr 
old a 
appr’ 

Mr 
as it 

Pu 
modi 
that 
exist 
on a 
in V1 
it we 
It w 
all a 

M 

E: 
to a 
seco 
spec 
tion 
whi 
infec 


199 


Mr. Ketiy. I would say two-thirds by increased examinations and 
one-third by increased value. Last year when we asked for more 

ople we estimated the revenue would thereby be increased about 
$1 million. We were conservative. It really amounted to $2.2 million. 

This request for 40 people next year will undoubtedly bring in more 
revenue. I think that is true as shown from the charts. We can get 
about $11 from a bundle now, so we know we will get additional revenue 
of that order if we examine more bundles. 


DUAL APPRAISEMENT 


Mr. Gary. Will you explain the dual appraisement necessitated by 
old and new sections 402%? How much does this add to the cost of 
appraisement work unnecessarily / 

Mr. Ketxy. I would like to take a little time to discuss this question, 
as it is very impor tant, and somewhat technical. 

Public Law 927, as it passed last year, provides that a list of com- 
modities be issued which will not be subject to appraisement under 
that law but will continue to be dutiable on the basis of previously 
existing law. Our study in connection with Public Law 927 was based 
on a 20,000-invoice sample made in fiscal year 1954. It is felt that 
in view of the importance of the subject and the great public es 
it would be desirable to have a complete comparison for a full 
It was therefore decided that a dual appraisement would be cana on 
allad valorem invoices during calendar 1957. 

Mr.-Roy. The mechanics of the operation will be as follows: 

Each invoice that is received in every port in the country subject 
toad valorem rates of duty with the exception of invoices covering 
xcondhand goods, job lots, etc., will be reported to the Bureau on a 
specially designe d tabulating card. This card will contain informa- 
tion as to the appraised value under existing law and the value at 
which it would be appraised if Public Law 927 were in effect. This 
information will be compiled on a tabulating machine. The data will 
be so reported that each given article will have a code number based 
on Bureau of the Census statistics with a subheading for the various 
commodities which fall under the code number. We will then have : 
complete record of all shipments received during 1957 subject to ad 
valorem rates of duty which will be available to all interested parties. 

This is an enormous project. We estimate there will be at least 2 
million cards for this calendar year. We originally intended only to 
put as much in that as necessary to maintain control, and when infor- 
mation is requested for any code number we can readily give the 
information. 

Mr. Ketiy. I would like to go off the record to give you the back- 
ground, if I may. 

(Discussion off the record. ) 


CONSTRUCTION PROGRAMS 


Mr. Gary. As I understand it, you have two construction programs 
going on, one the joint Customs-Immigration program, and another 
the GSA program. You are 1 ‘equesting a part of the money for the 
joint Customs-Immigration program in your budget, and a part of it 
is being requested in the budget of the Department of Justice. 
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Will you please give us a list of each of those projects, the total cost, 
the amount contained i in your budget, the amount contained in the 
Department of Justice budget, and a \ brief description of each project! 
Mr. S STRUBINGER. It is in the justifications, Mr. Gary. The GSA 
part is not in there. I think all the information is on page 139 of the 
justifications. 
Mr. Gary. Then we will insert page 139 of the justifications at this 
point in the record. 
(The matter referred to is as follows :) 









New CusromMsS—IMMIGRATION BorpER STATIONS 


The need for new and improved border inspection facilities and living quarters 
is of long standing. Many new highways and bridges have been built or are 
under construction. The great increase in volumes of vehicular traffic and of 
persons crossing the border has been referred to above. Many customs-immigra- 
tion offices are substantial distances from the border well behind crossing roads 
which make possible the complete bypassing of these offices. At other places 
the buildings are seriously inadequate and are disgraceful in appearance. 

A complete listing of required projects and estimated costs has been developed 
in cooperation with Immigration and Naturalization Service and the Bureau of 
the Budget. New or enlarged inspection facilities are required at 37 locations 
where action can be taken by the two Services under recent amendatory legisla- 
tion (Public Law 528, 84th Cong., approved May 18, 1956). The act of June 26, 
1930, as amended (46 Stat. 817; 54 Stat. 1091; 65 Stat. 336; 70 Stat. 159) author- 
izes the Secretary of the Treasury and the Attorney General to expend from 
appropriations for the Customs and Immigration and Naturalization Services 
not to exceed $30,000, from each appropriation, for any one project covering sites 
and buildings to provide better facilities for law enforcement at points along 
the borders at which no Federal or other buildings adapted or suitably located 
for the purpose are available. This estimate provides for construction at 16 
locations during the fiscal year 1958. 

It is realized that when actual construction takes places the cost will vary 
from one location to another depending on local pay scales, subsurface condi- 
tions, availability of utility lines, site preparation, etc. However, the overall 
estimate has been developed on the basis of average conditions as follows: 


Station buildings: 1,400 square feet at $15_- Siac eaissignceli pt tae ib a achcaaleallcca)” A 
CeemOnry + ee MOMOTe TOG, BL SOc discs neon cencicnstnien Kites __ 4,800 
Utility lines eo ata lerieeseads om Boos amines 7 -- 2,008 
eerreCares Ale GEEVOC WRG Ga ibid ne i Boe inlet 2. 700 








Total for station without living quarters engl bap bles tent eae 
Cottage and garage, each unit______-_-----_- ‘ _._ 14,50 
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The entire program recommended for the fiscal year 1958 is summarized here- 
ynder : 


| | Cottages 
| Annual Cost of | | Total | Customs 
Location admis- station cost cost 
sions | iNum-| Amount | 

| ber 


——— _—— i | | eee - 


| 
1 Dunseith, N. Dak. | 79,000 | $31,000 | ‘ $29,000 | $60,000 | $30,000 
» Connecticut Lakes, N. H....--- ; 13,000 | 31,000] ; 29, 000 60, 000 30, 000 

Roseau, Minn. 4 31, 000 | 31,000 | é 29, 000 60, 000 | 30, 000 
| 
i 


4. Pinecreek, Minn 38, 000 31, 000 ‘ 29,000 | 60, 000 30, 000 
§, Sarles, N. Dak ; : : 2, 000 31, 000 ‘ 29,000 | 60,000 10, 000 
;. Hannah, N. Dak | 20,000} 31,000 2} 29,000} 60,000 30, 000 
Turner, Mont 2 3, 000 31, 000 2) 29,000 60, 000 30, 000 

, Del Bonita, Mont 7,000 31,000 | , 500 | 45, 500 22. 750 
; Andrade, Calif } 009 31, 000 29, 000 60, 000 39, 000 
9. Lukeville, Ariz 146, 000 12. 000 | | =. 88, OOK 60, 000 30, 000 
Lancaster, Minn C00 | 31,000 7 000 £0, 0% sf, 000 
9. Opheim, Mont-- , 090 31, 900 | ¢ 29, 000 60, OOF i), 000 
g, Antler, N. Dak 5, 000 31, 000 2} 29,000 60, 000 30, 000 


4. Maida, N. Dak 7,000 31, 000 | 9 000 60, 000 +), 000 
Morgan, Mont 


I 


| 


1, 000 31, 000 | 24 500 35, 500 17, 750 
Porthill, ldaho 95, 000 10, 000 ¢ 29, O00 39, 000 9, 500 


Total , be oe 446, 000 4 454, 000 900, 000 150, 000 


i Additional power installation required. 
2 Renovation of existing cottages. 
Alteration and improvement of existing station 


It is anticipated that charges to employees for rentals of these cottages will approximate $20,000 p 


isa description of each of these buildings, where they are to be located, 
and the cost of each one. That runs through page 148. 
Mr. Gary. We will insert pages 145, 146, 147, 148, and the first 


Mr. Srrupincer. Then, Mr. Chairman, starting at page 145 there 


sentence at the top of page 149 of the justifications at this point in 
the record. 


(The matter referred to is as follows :) 
Dunseith, N. Dak., $30,000 


The present customs-immigration office at the port of entry for Dunseith is 
located in the town which is 13 miles south of the boundary. There are many 
routes the public could use to avoid passing the office which is not identified 
by anything but a sign on the front of the building. The building was built as a 
tourist court and, with the exception of the office, is occupied by several families 
and is not the type of structure in which one would expect a Government office 
to be located. 

The site for the new station is located in the grounds of the International 
Peace Garden. Civic organizations in the area have displayed an extreme 
amount of interest in getting satisfactory border-inspection facilities constructed 
at this port. 

Customs and Immigration and Naturalization Service propose to erect an 
office and two residences on Government-owned land in the Peace Garden area 
at the border north of Dunseith, N. Dak., in fiscal year 1958. 


Connecticut Lakes, N. H., $30,000 


The New Hampshire Department of Public Works and Highways has advised 
the collector at St. Albans, Vt., that a new highway from Beecher Falls to the 
Canadian border will be completed and paved in the summer of 1956. A new 
road on the Canadian side is expected to be completed about the same time. 
The present inspection station at the border at the Connecticut Lakes location 
is a temporary one-room shack which is entirely unsuitable. When the new 
highways are completed, there will be considerable traffic in the summer and 
logging operations in the winter. This will require that an inspection station 
be erected so inspections may be made 12 months a year. A site has been offered 
by the State of New Hampshire at no cost to the Government. 

Customs and Immigration and Naturalization Service propose to obtain title 
to the land and erect an office building and two residences in fiscal year 1958. 
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Roseau, Minn., $30,000 


The facilities at this port have been located in a leased building some 5 or 6 
miles from the border. A new highway is being constructed from the border 
south to Roseau. A detour was constructed this spring that circumvents this 
border station, and a trailer has been obtained and placed on the Government. 
owned site at the border to carry on inspectional work until permanent facilities 
can be erected. Approaches to a new bridge will completely cut off access to 
the former leased building. There are no buildings between there and the 
border, and the only solution to the problem is the erection of new facilities on 
the Government-owned site. 

The Province of Manitoba has just completed a new highway from Winnipeg 
that extends eastward a short distance north of the border near Roseau. This 
highway will shorten the route from Winnipeg to Duluth and the Twin Cities 
by some 50 miles. This is expected to result in an increase in the traffic through 
Roseau. 

The Customs and Immigration and Naturalization Service propose to jointly 
construct a new office building and two residences on the Government-owned 
site at the border near Roseau, Minn., during fiscal year 1958. 


Pinecreek, Minn., $30,000 


The present rented quarters at Pinecreek are entirely inadequate for use ag 
offices by both the Customs and Immigration and Naturalization Services. The 
Province of Manitoba has just completed a new highway from Winnipeg to 
the border near Pinecreek that will shorten the route from Winnipeg to Duluth 
and the Twin Cities by some 50 miles. This is expected to result in an increage 
in traffic through Pinecreek. 

The Customs and Immigration and Naturalization Services propose to jointly 
construct a new office building and two residences during fiscal year 1958 on 
a site owned by the Government. 


Sarles, N. Dak., $30,000 


The customs-immigration office at this port of entry is located in the town of 
Sarles, which is 3 miles from the boundary and 3 miles off the main north and 
south highway from Canada. The office is on the ground floor of an old building, 
the second floor of which is used as a residence. This situation makes it easy 
for travelers not familiar with the area to fail to report for inspection. 

The Customs and Immigration and Naturalization Services propose to jointly 
erect a new inspection station at Sarles, N. Dak., on a Government-owned site 
at the border in fiscal year 1958. 

Hannah, N. Dak., $30,000 


The customs-immigration office at this port of entry is located at the town of 
Hannah, which is about 1%4 miles south of the boundary. The office is in an old 
dilapidated store building several blocks from the main highway. Again, it is 
easy for people crossing the border to avoid reporting for inspection. 

The Customs and Immigration and Naturalization Services propose to jointly 
erect a new inspection station at Hannah, N. Dak., on a Government-owned site 
at the border in fiscal year 1958. 


Turner, Mont., 530,000 


The present facility is in an old residential building, with no inside plumbing, 
in Turner, Mont., 11 miles from the border. Several roads lead from the highway 
between the border and the station, which makes it possible to avoid inspection 
by several routes. It is proposed to construct at the boundary on Government- 
owned land a station for the joint use of the Immigration and Customs services 
and two cottages for the personnel. 


Del Bonita, Mont., $22,750 


The presently leased property at this station is wholly inadequate. The office 
space is too small and the building is subject to flooding during spring runoffs. 
New highways are being constructed in the area, which wiil result in increased 
traffic. The need for a new station at this location is of long standing. The 
freeze on construction due to World War II prevented its construction in 1941, 
and funds have not been available since then. 

The Customs and Immigration and Naturalization Services propose to erect 
an office building and one residence in fiscal year 1958. 
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Andrade, Calif., $30,000 


Over 100,000 vehicles a year report for inspection at this station. The office and 
living quarters are housed in a boxcar and are entirely unsuitable for the conduct 
of Government business. 

The Customs and Immigration and Naturalization Services propose to erect 
an office building and two residences in fiscal year 1958. 


Lukeville, Ariz., $30,000 


The residences at this station are owned by an individual who desires to be 
relieved of his responsibility for furnishing electric service. He has expressed a 
willingness to Sell the cottages to the Government. Funds will be required during 
fiscal year 1958 to purchase and rehabilitate the buildings or build new residences 
on Government-owned land. 

The Customs and Immigration and Naturalization Services propose to take 
necessary measures to provide suitable living quarters at this station during 
fiscal year 1958. 


Lancaster, Minn., $30,000 


The station at Lancaster, Minn., is located in an old school building situated 
at the border on land leased from the city of Lancaster. The city officials are 
reluctant to renew the lease and are anxious to sell the property to the Govern- 
ment. The land should be purchased at an early date and new inspection fa- 
cilities erected. 

The Customs and Immigration and Naturalization Services propose to jointly 
purchase a site from the city of Lancaster and erect an inspection station and 
two residences in fiscal year 1958. 


Opheim, Mont., $30,000 


The present inspection station is located in the town of Opheim, 11 miles from 
the border, in a leased building that is on the wrong side of the highway and has 
no plumbing. There are no other buildings in the town suitable for customs and 
immigration use. People could easily avoid inspection by turning off the main 
highway onto the crossroads between the border and Opheim. The highways in 


the area are being improved and traffic is expected to materially increase in the 
next few years. 

The Customs and Immigration and Naturalization Services propose to jointly 
purchase a site and erect an office and two residences’ on the border north of 
Opheim in fiscal year 1958. 

Antler, N. Dak., $30,000 


The inspection station is located a mile from the border in the town of Antler 
in an old building not suitable for use as a Government office. It is not on the 
highway and is difficult to find. People not familiar with the area could un- 
knowingly pass through Antler without stopping for inspection. 

The Customs and Immigration and Naturalization Services propose to jointly 
purchase a site and erect an office and 2 residences on the border at Antler in 
fiscal year 1958. 

Maida, N. Dak., $30,000 


The present inspection station is located in the front part of a dwelling a block 
off the highway. Anyone not alert could pass through Maida without stopping 
for inspection. 

The Customs, and Immigration and Naturalization Services propose to jointly 
erect an office and two residences on Government-owned land at Maida in fiscal 
year 1958. 

Morgan, Mont., $17,750 


The present inspection facilities at Morgan consist of an office building and two 
residences that have been moved onto this site. The office building is of frame 
construction built for use as a garage and repair shop for the customs border 
patrol. It is below the road grade and is subject to runoff water entering the 
door. It is not suitable for the purpose and should be replaced. The two living 
quarters on the site can be made suitable for continued occupancy with a mod- 
erate amount of renovation. 

Customs and Immigration and Naturalization Services propose to jointly erect 
a new office building and renovate the existing residences at Morgan in fiscal 
year 1958. 
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Porthill, Idaho, $19,500 


The building at Porthill, Idaho, was originally constructed as a small office and 
two living quarters. Increased traffic has made it necessary to convert one of the 
living quarters into office use and the space in the other living quarters is urgently 
needed to provide adequate facilities for the increased business. It is 27 miles 
to the nearest rental housing. 

Customs and Immigration and Naturalization Services propose to jointly re. 
model the present building, enlarge the inspection canopy, and erect two regi. 
dences at Porthill, Idaho in fiscal year 1958. 























Mr. Srrusrncer. The Immigration Service is asking for an equal 
amount for each project. Total cost is in the next to the last column on 
page 139. Our share is the last column. The Immigration Service 
is asking for an equal amount. 

Mr. Gary. Will you insert also a similar statement for the GSA pro- 
gram ? 

Mr. Srruptncer. Yes, sir. 

(The information requested is as follows :) 


BUREAU OF CUSTOMS 


Large border construction projects in 1958 estimate of Public Buildings Service 
in priority order as agreed to by Customs and Immigration Services 







2: San Yoraro, Cait: (including land)... 3. eens 

By neeereiies Dew oe a i i eh en kien ie 685, 000 
st Tea TIN ia ea ik ei hehe ial ition 325, 000 
renee ames Wei iis ih ea i a ee 480, 000 


. Madawaska, Maine 


Mr. Gary. I wonder if you would like to indicate a priority list on 
the joint customs and immigration construction program ? 
Mr. Srruptncer. They are in order of priority. 
Mr. Gary. They are listed in order of priority ? 
Mr. Strusrincer. Yes, sir. 










UNGUARDED ENTRY ROADS 


Mr. Gary. Are there any points of entry on those borers that do 
not have any facilities? 

Mr. STrRuBINGER. Quite a few, yes, sir. 

Mr. Gary. How many are there? 

Mr. Srrusincer. Offhand I could not say. We have a number of 
stations on the border that act as a station for more than one point, 
and where we have such a situation we do not feel we are justified in 
putting up a station at each road crossing. 

Mr. Gary. I am advised the immigration authorities told the sub: 
committee handling their appropriations that there are 189 entry 
roads that have no facilities. 

Mr. Kine. We do not have a tabulation such as immigration, but we 
do have signs “Report to the nearest customs station” and direct the 
people where to go. 

Mr. Gary. Suppose they do not believe in signs? 

Mr. Srrusrncer. That is one purpose of the immigration patrol 
service. There are signs at every road crossing, and if there is nota 
customs station there they are directed where to go. So that if a person 
is caught back of the border who has not reported, the patrol stops him 
for a violation. 
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Mr. Kine. We spent about $15,000 last year putting up new signs. 
Mr. Ketiy. We went into a very extensive program with the Immi- 
gration Department and have very clear signs directing people to 


customs stations. 


VEHICLE AND PERSON ENTRY COUNT FOR STATIONS IN CONSTRUCTION 
PROGRAM 


Mr. Gary. Will you supply the vehicle and person entry count for 
each station in the construction program for fiscal 1956? 
Mr. Srrusrncer. Yes, sir. 


(The information requested is as follows :) 


Portis at which Customs and Immigration propose to build border stations 


(Workload, fiscal year 1956] 


Port or station Vehicles Passengers 
entering | 





Dunseith, N. Dak..-- ; ; 23, 787 | 

Connecticut Lakes, N. H Jin cunwe tae 5,019 

Roseau, Minn ee ee se : 11, 543 

Pinecreek, Minn____..--- ms ; 10, 564 

EE SIU cass geds<ndqadendabery 3, 530 

Hannah, N. Dak----- ee eard 7 aoa 5, 033 16, 566 
Twener, Mont............-..-- bik wo acdatidl 3, 941 | 12, 085 
Del Bonita, Mont_.._. ” cee ae 2, 299 5, 853 
Andrade, Calif__-- . a 70, 070 202, 423 
Lukeville, Ariz_...__-- iia 56, 928 134, 481 
Lancaster, Minn___- Gibied igi 5, 702 16, 400 
Opheim, Mont-.__._- : 4,105 | 13, 220 
Antler, N. Dak--- : 4,708 | 11,712 |- 
Maida, N. Dak i i 5, 384 17, 537 
Morgan, Mont- pemoaee | 5, O86 16, 327 
Porthill, Idaho..........---.-- ; ‘ 31, 385 104, 776 








Ports at which new construction is proposed in Public Buildings Service budget 


[Workload, fiscal year 1956] 


Vehicles | Passengers | Pedestrians Freight cars 
entering | | 


San Ysidro ___--- hie a te ; | 3,826,666 | 11, 932,829 1, 506, 959 
Ragle Pass....... ee ciel Radia oh 610, 950 1, 210, 188 O91, 588 
Brownsville__- 1, 084, 911 3, 528, 963 | 630, 598 | 
Rooseveltown___- a4 etianke’ ; 232, 697 | 683, 087 1, 793 
Madawaska 5 Faas se 542, 805 | 1 240, 075 


Mr. Gary. How is it that the same Canadian highway justifies both 
Rosseau and Pinecreek, Minn., stations? 

Mr. Gatcnety. The Canadian road breaks into 2 parts just slightly 
above the United States-Canadian border and enters at Pinecreek and 
Rosseau, about 7 miles apart. The 2 roads funnel up into 1 road, but 
at the border they are 7 miles apart. There is quite a bit of rivalry 


between the two towns, so that it has been necessary to provide facili- 
ties at both of these crossings. 


SUNDAY AND HOLIDAY OVERTIME 


Mr. Gary. In the request for activity 1, “Assessment and collection 
of duties, taxes, and fines,” is an item for Sunday and holiday over- 
time, on page 136 of the justifications. How does this rate of $43 per 
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day compare with rates paid Immigration, Agriculture, and Public 
Health officers who may also be called upon to serve? 

Mr. Srrusiwaer. Under an act of Congress of June 3, 1944, Customs 

was required to pay our men at a double rate for Sundays. So we 
do not assign them to the regular tour of duty on Sunday. That js 
the result of a case that went to the United States Supreme Court 
called the Myers case, where our inspectors sued and actually re. 
covered for a period of about 11 years when they served a regular tour 
on Sundays. So now we pay them 2 days’ pay for each day’ S Service 
in addition to their regular pay. 

Mr. Gary. In addition to their regular pay ? 

Mr. Struprncer. Yes. 

Mr. Gary. You mean you pay them 3 days’ pay ? 

Mr. Srrupincer. No, we do not assign them to the regular tour of 
duty on Sunday. They get 2 days’ pay ‘for Sund: ry. The normal thing 
to do would be to assign a man to 5- -day tour including Sunday. This 
law forbids that. 

Mr. Gary. How do Immigration, Agriculture, and Public Health 
pay their officers? 

Mr. Kine. Immigration pays their men the same as we do. They 
are under a separate law. 

Public Health comes under no special law for premium holiday 
pay. They get paid under the FEPA Act, which is basically time and 
a half for overtime. Agriculture is using the FEPA overtime for 
their employees with additional pay for traveling time. In other 
words, they compensate the employee for time to get to his assignment 
and pay him on an average 2 hours’ additional pay on an overtime 
basis. 

On the Canadian border there are practically no Public Health or 
Agriculture employees doing inspectional functions, so the overtime 
there is not important. 

Mr. Gary. This law, as I recall, resulted from the request of ships 
to be inspec ted on Sund: ay and after hours, and the law requires that 
where the service is rendered in connection with a specific vessel thet 
vessel reimburses the United States for the overtime. Is that correct! 

Mr. Srrusincer. That is correct. 

Mr. Kerry. But that does not apply to road crossings, tunnels, 
ferries, or bridges. There the Government has to pay the overtime, 

Mr. Gary. I understand that. Across the border the Government 
would have to pay it, but at the ports most of it is paid by the 
shippers ? 

Mr. Srrupincer. That is correct. The law was passed because the 
vessels were deliberately coming in after hours and on Sundays for 
this service. That law dates back to 1911. 

Mr. Kine. At the last session of Congress there was a bill passed 
that would give the Quarantine Service substantially the same over- 
time as Customs and Immigration. 

It was passed but the President vetoed it. He said he thought there 
should be a study of premium pay for all inspectional activities to see 
whether the charge was equitable to the parties in oe and to the 
Government. The Quarantine Service by law can now only be 
rendered from sunrise to sunset. If a ship comes in before or after 
those hours the inspection officers cannot perform their duties. May 
I go off the record ? 
(Discussion off the record.) 
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MONTHLY OBLIGATIONS 


Mr. Gary. Will you please insert a table of obligations by month 
through December 1956 in the record. 
(The information requested is as follows :) 


Salaries and expenses, Bureau of Customs, 1957—Direcet obligations, July— 
December 1956 
IN anit hos aghast ae Seapecls eepeeags alee fiji cninannban Site nnlinakel | ae ee 
cna cinder ae ait wade 7 3, 853, 578 


NED arc ie hae btn ila 3, 351, 354 
ee Aa hdd od 4, 037, 008 
November i . 773, 310 


ch'utthan epee crane - mans 3, 77 


December ses ‘ . a sate cacnncaiehiacs . Dds 


3, 552, 929 


Total, 6 : 22, 369, 919 


Mr. CanrieLD. Commissioner Kelly, I think you have done well to 
preface your statement today with these words: 


As an enforcement agency, Customs continues to serve as the first and major 
line of defense against the introduction of items adverse to security, health, 
morals, and economic well-being of this country. 


That is a statement you could use year after year. It forcibly, I 
believe, points up the functions of your agency. 


SECURITY 


Now, when we speak about security, we have in mind the ships that 
come to this country that may conceivably carry unorthodox weapons. 


Is not your approach a joint approach with the Coast Guard in 
searching those ships’ In other words, you work together on that 
operation ? 
Mr. Ketuy. Yes. 
NARCOTICS PROBLEM 


Mr. CanrreLtp. When Secretary Humphrey appeared before us a 
few days ago and discussed briefly the narcotics problem, he empha- 
sized that one of the main functions of Treasury in combating this 
menace was to prevent the admission into our country of illic it nar- 
cotices. And I note from Mr. Emerick’s statement that Customs has 
27 officers stationed in foreign countries, and among the places indi- 
cated are Tokyo, Hong Kong, London, Frankfurt, Paris, Milan, 
Antwerp, Mexico City, Montreal, and Habana. 

Commissioner Kelly, are those Treasury agents strictly Customs 
employees ¢ 

Mr. Ketiy. Yes, they are Customs employees. An agent has sev- 
eral duties, the most important of which are the enforcement of the 
law, the apprehension of violators, and he also obtains for us when 
necessary the foreign valuation of goods. 

After the war, E urope was assigned completely to the Bureau of 
Narcotics for narcotics work, and the Far Kast, Mexic o,and Cuba were 
assigned to Customs. The people we have in Europe are those that 
secure foreign values for us and are not working on narcotics except 
when the Bureau of Narcotics requests our assistance. 

Mr. CanrieLp. But Customs handles the narcotics problem ? 

Mr. Kretiy. In Mexico, the Far East, and Cuba. 
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Mr. Canrietp. How many men do you have in those countries work. 
ing on narcotics matters ? 

Mr. Emericr. They work on all enforcement matters. We have 9 
men working about 95 percent of their time on narcotics and 2-mep 
working on other types of investigative work in Mexico. In Cuba ye 
have one man who devotes possibly half his time to narcotic investi. 
gations. In Hong Kong we have three men stationed. At that place 
two of the agents devote the major portion of their time to narcotic 
work. 

Mr. Canrtevp. In your presentation today, Mr. Emerick, you ind- 
cate that the troublesome source of supply for narcotics is now Euro 
Feithetly I think we were told it was the Far East and Mexico. Has 

there been a change in that picture? 

Mr. Emerick. No, sir. The principal source—I am referring now 
from the standpoint of large seizures made—has for some time been 
Europe in the case of heroin. Marihuana is today and for several 
years has been obtained from Mexico. There has been quite a quantity 
of heroin seized from ships engaged in trade with the Far East, but 
the greatest volume of seizures have originated in Europe, from ships 
engaged in European trade. 

Mr. Canrrevp. Then would you say Europe was the most trouble. 
some spot from the standpoint of admissions to our country ? 

Mr. Emerick. From the standpoint of quantities seized in recent 
years, that is correct. 

Mr. Canrteip. Do you have more trouble in Europe than in Mexico! 

Mr. Emerick. No. The major seizure was a seizure made in Mon- 
treal as a result of information received from Europe. ‘That totaled 
32 pounds of heroin from a French vessel, the St. Malo. 

Mr. Canrretp. I always understood Dr. Anslinger to say he was 
more concerned about stocks from the Far East and leakage from 
China. 

Mr. Emerick. We do not carry on trade with Red China. 

Mr. Canrrevp. Through Hong Kong. 

Mr. Emerick. No. Any merchandise originating in Red China can 
only be imported with a license. Narcotics are available in Hong 
Kong and in the Portuguese Colony of Macau. You can purchas 
heroin at those = ces at from $40 to $60 an ounce. That same heroin 
is worth $400 to $500 an ounce in the illicit wholesale market in the 
United States. 

There are several traffickers operating in the Orient, trying to 
make contact with crew members to bring narcotics to the U nited 
States. But ae seizures we have made have not amounted to mor 
than 5 pounds at any one time. There are more smaller quantities 
of heroin abe apparently of individuals attempting to develop 
a market for their product. 

Mr. CAnrretp. You may recall the testimony of both Cardinal 
Spellman and Billy Graham after some visits they made to the Orient, 
particularly Korea, some years ago, regarding their concern about 
American troops becoming addicts. Do you have any reports about 
situations of that kind in this area ? 
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Mr. Emerick. The information we have obtained is to the effect 
there is no great problem from the standpoint of our Armed Forces. 
There have been a few persons that have become addicted to nar- 
eotics while stationed in the Orient, but it has been a very, very small 
fraction of. 1 percent of our Armed Forces. That, I believe, has been 
prought out by the testimony of the Department of Defense officials. 

Mr. Ketiy. I would say the percentage of addicts per thousand 
in the Armed Forces is minute compared to those in the large centers 
of population of our country. 

Mr. Struprncer. They have effective means of screening them out. 
When a man is ready to come back to the United States he is checked 


for that very purpose by the Army. If they determine that a person 
is taking drugs 


Mr. Gary. They pick him up? 

Mr. SrRuBINGER. Yes. 

Mr. Gary. They picked up several of those boys who were dealing 
in narcotics on the side to make some money out of it, but there were 
relatively few. 

Mr. Emerick. There are ample supplies of narcotics in the Orient. 
For instance, in Thailand they permit the purchase of narcotics 
openly. Opium dens are open today in Thailand. But as to the 
source of the raw material, we do not know. We cannot get informa- 
tion from Communist China. The chances are the opium poppy is 
being cultivated there as in Thailand and Burma and other parts of 
the world. 

Mr. Canrietp. We have been told that some few plane crew mem- 
bers have lent themselves to this nefarious type of activity, and I 
wonder if you feel it is an increasing menace in any way ? 

Mr. Emerick. I would like to report this off the record. 

Mr. Canrie.p. Is there anything you could say for the record ? 

Mr. Emerick. To the best of our information there is no menace 
in that regard. We have received reports that various stewards in 
the employ of airlines have been suspected of engaging in smuggling 
operations, but as soon as that becomes known to the airlines, they are 
removed from foreign flights. 

Mr. Canrtetp. Is there something you want to say off the record? 

Mr. Emerick. Yes, sir. 

(Discussion off the record. ) 

Mr. Emerick. I might say on the record, our office in Hong Kong 
receives the wholehearted cooperation of the Hong Kong “Crown 
Colony authorities in the suppression of the narcotics traffic. 

Mr. Canriexp. Off the record. 

(Discussion off the record.) 





MAIL EXAMINATION 


Mr. Canrietp. Commissioner Kelly, you tell us on the subject of 
mail that the number of packages opened and examined in 1956 


amounted to 1,394,959, a slight increase over those opened in 1955, and 
you add : 


The overall rate of examination dropped from 4.6 percent in 1955 to 3.8 percent 
in 1956 due to the great increase in volume. 


Your target for 1958 with 40 additional positions is 4.5 percent ? 
Mr. Ketry. Yes. 
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Mr. Canrtevp. That, you say, will permit you to meet minimup 
requirements ? 

Mr. Ketiy. Yes. 

Mr. Canrtetp. With 30 million plus packages coming in, the ratip 
of examination is about 1 to 30. 

What are the mechanics of that type of examination? Is it just 
a spot check ? 

Mr. Ketry. No. Take for instance New York. They separate out 
what they call the packettes—such as the popular Gift of the Month 
packages—they take a sampling from them but they separate out the 
large volume. Then the commercial bundles as big as this book ay 
put in tubs and then they are put on a belt and a segregator looks at 
them and in his judgment he decides whether they are worth opening 
or whether the invoice data is correct. Instead of taking a 4.5 percent 
examination of the total 35 million, we take probably a 40-percent 
examination of the larger bundles that probably have dutiable goods, 

Last year we proposed to increase that examination by 20 percent, 
and we did in numbers, but not in percentage because the total number 
received went up. This year we propose again to increase the num- 
ber examined, which we hope will be 60 to 70 percent of the bundles 
that presumably will have dutiable contents. 




























































































bundles? 

Mr. Ketry. If you go to New York you will see a lot of small 
bundles containing diamonds on the table. It is conceivable that dia- 
monds could be sent in a gift of the month packet, but I do not think 
that is likely. They are too valuable to risk to ordinary mail. 

Mr. Canrrevp. Speaking of ordinary mail as differentiated from 
packages, could not heroin be sent in or dinary mail in an envelope! 

Mr. Ketry. It certainly could. 

Mr. Canrtetp. Very easily ? 

Mr. Ketty. Very easily, and we do make seizures of heroin in news 
papers and in ordinary mail. That is in connection with our inspee- 
tion of packages and mail material from foreign countries for sub- 
versive content. In a number of those we have found heroin and 
opium. 






























































REVENUES ON FOREIGN MAIL 








SHIPMENTS 





Mr. Canrievp. You tell us revenues on foreign mail shipments it 
creased by almost $2 million in 1956 over 1955. That is with what 
percent examination ? 

Mr. Ke ty. 3.8. 

Mr. Canrietp. Now your target is 4.5 percent ? 

Mr. Ketiy. Yes, on the larger volume. 

Mr. Canrtetp. What would you calculate or opine you could get 
from that ? 

Mr. Ketiy. I would opine at least $2 million in additional revenue 
sd we have those 40 additional people we are asking for, in other words 

2 million for the expenditure of $155,000. 

Mr. Canrievp. The revenue you got last year was over and above 
what you estimated when you were here last year ? 

Mr. Kenry. Yes. I gave a figure of $1 million and it came out over 
$2 million. 


















































Mr. CANnFrieLtp. Would not diamonds, for instance, come in small 





Mr. 
men 0 
be cor 

Mr. 
and a: 
come 
there 

int 
A Mr. 

Mr. 


Mr 

by cls 
Mir 
Mr 
table. 
Mr 
tabul 
Mr 
(T 


Sum 


Ins} 
Liq 
Ent 
Ver 
En 
Tr 
Lal 
Te 


Activit 
Activit 
Activit 
Activit 

Ch 


Sc) 


¥ 
ture 
to b 





| get 


enue 
ords, 


bove 


over 


211 


Mr. Canrieitp. Would you go further and say that if you had 40 
men over and above the 40 you are now asking the revenue would 
be correspondingly increased / 

Mr. Ketity. No. As the volume grows we propose to come to you 
and ask you for 40 men or some similar number. We would prefer to 
gme to you every year with results that we can be sure of, because 
there is a point of diminishing return. I do not know where that 

int is. 

Mr. Gary. Will the gentleman yield ? 

Mr. Canrievp. Yes. 


NEW POSITIONS REQUESTED BY GRADE 


Mr. Gary. Would you give us a table of the additional employees, 
by classification, you are requesting in this budget? 

Mr. Kina. That is in here by grade. 
Mr. GarcurLt. But we can give it to you on a separate summary 
table. 

Mr. Gary. I know it is in the justifications, but I would like it in 
tabular form. 

Mr. GatcHe.i. Yes, sir. 

(The information requested is as follows :) 


Summary of new positions re quested for fiscal year 1958, by classification grade 


a 
| | Local 
GS-4! GS-5/| GS-6} GS-7 | GS-8 | GS-9 | GS-11) GS-13) wage | Total 


} | board} 


rates | 
| ' 


Activity I: 
Inspector (regula 
Inspector (mail 
Liquidator 
Entry clerk. - 
Verifier 
Enforcement officer 
Truck driver. 
Laborer 
rechnician- 


Subtotal, activity 
Activity II: Examinitr 
Activity III: Custom 
Activity IV: None 


Activity V: 
Chemist 
Scientific aid 
Subtotal, activity 


Activity VI: 
Liaison office: 
Engineer 
Training officer 
Clerk 


Subtotal, activ ity VI 


Grand total, all activities 





EXAMINATIONS FOR DEPARTMENT OF AGRICULTURE 


Mr. Canrietp. Commissioner Kelly, the Department of Agricul- 
ture, or to be more specific the Bureau of Animal Industry, asked you 
to be sure to check on all items coming in that may have meat prod- 
uts and plant products? 
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Mr. Srrusrncer. It isthe Agricultural Research Service. alt e 
Mr. Kexiy. Both plants and animal products. mig 
Mr. Canrtexvp. Is that a request, or are you mandated by law to do 
that ? 
Mr. Ketuy. We are not mandated. It is by mutual agreement be. oS 
tween the Departments. Tat 
Mr. Canrtetp. Does that mean 100 percent examination 4 Som | 
Mr. Ketiy. We have had 100 percent examination except in an har 
emergency where 5 or 6 large passenger ships come in on the same day Mr. 
and we do not have the people for such an examination. But 98 per} pr. 
cent of the time we give 100 percent examination. Mr 
Mr. Canriecp. How do you determine a package contains meat (D: 


products ? 
Mr. Ketuiy. They open every package. I have even seen coopers 
on the pier opening up kegs. Everything is opened up unless several 




















ships or several airplanes come in at one time. Mr 
Mr. CanFrevp. Could not such meats be sent through the ordinary | throu 
mail ? Mr 
Mr. Ketty. We are also giving additional examination of mail, Mr 
We are using some of the agriculture funds for mail inspectors to (D 
look over mail, particularly from an agricultural standpoint. We] Mr 
make seizures of such products coming in by mail. Mr 
; Mr 
CHEMISTS 

Mr. Canrtetp. When you talk about your chemists in your Cus- 
toms laboratories, I am not certain I know the purpose. Because of M1 
the caption “Chemists” I am induced to ask this question: Do you find | s@1t 
that many pharmaceutical items are being sent to our country from | to be 
abroad? They would not be classed as narcotics and yet might fall | they 
in the category of some of these tranquilizer drugs. recel 
Mr. Krity. We do seize tranquilizer pills, and we do operate for | W 
the Food and Drug Administration and the Public Health Service, } Yer 
and certain pills we will hold subject to their approval. So we fune- M 
tion at the border for the Public Health Service and for the Food and | *th 
Drug Administration. They give us the final disposition of the held M. 
products. to be 
Mr. Srrusrncer. In other words, our laboratories do not analyze | **Pe 
pharmaceuticals to determine whether or not they are injurious to n 1 
health. otal 
Mr. Ketiy. These laboratories are quite valuable to us. Many of with 
the classifications of our products demand certain chemical analyses. | “4 
For example, we have wool and sugar and chemical dyes, and we have M 
to have chemists to give us information as to the rate of duty on these the ¢ 
major products, and earthenware; there is a whole gamut of products a 
that require chemical analyses for us to appraise them correctly ae 
SUBVERSIVE MATERIAL -” 

Mr. Canrtetp. When Mr. Goff, the General Counsel of the Post 
Office Department, was before us a short while ago he talked about uM 
the ever-increasing amount of subversive material being mailed into d 
our country. Where does Customs come into the picture in that area! " , 


Mr. Kerty. I think it was 2 years ago we came to you and asked for 
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an increase in appropriation for additional inspection of mail that 
might be subversive. We set up field offices in Chicago and San Fran- 
cisco and surveyed several other cities. That work has been very suc- 
cessful and we are now contemplating a field office at New Orleans. 
Our man in charge of that activity has appeared before several House 
and Senaté committees and has testified from firsthand knowledge 
to what is coming in before those committees. I have had informa- 
tion that his testimony has been very favorably received. So I feel 
we are on top of that situation at the present time. 

Mr. CanrreLp. What is the name of the man in charge of that work? 

Mr. Keiiy. Irving Fishman. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 


PERCENTAGE OF CUSTOMS WORK AT PORT OF NEW YORK 


Mr. CanriteLp. What percentage of Customs work is transacted 
through the port of New York? 

Mr. Ketiy. About 40 percent. 

Mr. Canrtecp. Off the record. 

(Discussion off the record.) 

Mr. Gary. Mr. James? 

Mr. James. I have no questions, Mr. Chairman. 

Mr. Gary. Mr. Sieminski ? 


RECEIPT AND EXPENDITURES FOR CUSTOMS 


Mr. Sremrnsxkr. Mr. Chairman, if these figures are correct, as I 
see it, Mr. Commissioner, your customs receipts for 1958 are estimated 
to be about $800 million. Those for 1956 were $705 million, for 1957 
they were $775 million. They show about a $95 million increase in 
receipts in 2 years. 

Would you say you are growing at the rate of about $50 million a 
year in estimated receipts ? 

Mr. Ketiy. The record of the first 6 months indicates we will grow 
at that same rate. 

Mr. Steminskt. So your request for construction purposes appears 
tobe 2 modest one, one would think from these figures. In 1956 your 
expenditures were $44.4 million, in 1957 they were $44.3 million, and 
in 1958 you are going up to $50 million, which is $6 million more than 
you spent in 1956 and 1957, so when you lay those figures side by side 
with your estimated growth you would say it is a rather modest 
request, you are making ? 

Mr. Ketiy. Particularly if you take out the $214 million which is 
the amount put into the retirement fund over which we have no con- 
trol. The actual request is for about $2.8 million. 

As I stated in my presentation, we are at the end of our absorption 
rope. I say that advisedly. We will not be able to do as good a job 
as we do now unless we have this increased money. 


TRADE BETWEEN CANADA AND CHINA 


Mr. Sreminskt. For purposes of information, Mr. Commissioner— 
and let me say as have others that I have learned a lot, having been 
mm inspection trips with the Treasury and Coast Guard, and the 
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economy of the country certainly owes a lot, as Mr. Canfield and 
others on the committee have pointed out, to your vigilance as well 
as others in our revenue setup— -do I understand correctly, sir, that 
there is free trade between Canada and Red China ? 

Mr. Keiiy. I wouldn’t say there is free trade. 

Mr. Emerick. There is trade between China and Canada, but not 
free trade. 

Mr. Sreminskt. My interest in that “free” approach is that, if that 
trade were growing between China and Canada, the question I would 
ask then would be this: Is any of that coming down into the United 
States after being processed in Canada, or do finished products go from 
China to Canada to the British Isles for f: anning out into Europe and 
elsewhere ? 

Mr. Keiiy. We have no records on that. We do have records of 
many seizures of products from Red China going to Canada, and then 
to the United States, en as food products and drugs. 

Only today I had a report of one of these large Peers mache 
serpents used in par i being seized at our Canadian border after 
he 2 ing been transported to Canada and then to this country. 

I do not have records or information about materials which go to 
Canada for processing and are then shipped to this country as part 
of a manufactured product. I have no information on that. 

Mr. Sreminskt. As I read history, originally, the British were 
interested in a northwest passage to get to the Orient. As they devel- 
oped Canada, which is one of the Commonwealth nations, and put an 
east-to-west transportation system in there, I wonder whether that 
would not be the normal flow of trade for the British, who are putting 
up a gallant fight for recovery in their economic structure, to get goods 
from the Orient into Canada and then to the British Isles where the 
British as broker fans that stuff out on world markets. 

Is that something we should be alert to, with a chance that that 
spill-off can come into the United States and thus increase our need 
for vigilance not only in. immigration matters but in matters sueh 
as you have just had tod: ay? 

Mr. Kerry. These seizures have been made all across the border— 
Buffalo, Blaine, Detroit, and St. Albans. There has been no one par- 
ticular place of entry. All it indicates is that we are alert now to 
the importation of these goods all along the border. 

Mr. Sreminskr. Off the record. 

(Discussion held off the record. ) 

Mr. Sremtnskr. Do you envisage as part of your facilities any air 
planes? For instance, do you keep track of liquor bonded in ware: 
houses which possibly goes from the warehouse presumably to a point 
of destination. or is that a Coast Guard duty, or is that the Immigra 
tion Service's duty ? 

Mr. Ketiy. On incoming cargo we seize airplanes bringing contra- 
band into this country. If an airplane acquires liquor from a bonded 
warehouse without paying the excise duty then it is under our super- 
vision until it is exported out of the country. 

(Discussion held off the record. ) 

Mr. Stemtnsxkt. I appreciate more with each passing year that your 
Department is not merely functioning to be courteous to people who 
take steamer cruises abroad and to be polite to them as they come 
off the ships, which of course is a very important phase of your work 
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and that is probably what customs is associated with so far as the 
traveler is concerned, especially now that we have no prohibition, but 
[see how you work with the Coast Guard and with the Immigration 
Service and with the Bureau of Narcotics and how you all dovetail 
to protect the citizen of the United States in the tax dollars he pays 
and the money he pays for his goods and services. 


That is all. 


NEED FOR ADDITIONAL FUNDS 


Mr. Gary. Mr. Commissioner, on page 19 of the committee print, 
and on page 901 of the budget, : appears that in 1957 a 5-percent in- 
erease in workload in activity 1, “Assessment and collection, ” over 
1956 is being accomplished w th a decrease of 1 percent in obligation. 
Why should a 5-percent increase in estimated workload for 1958 over 
1957. now require over 12- percent inerease in obligations? 

Mr. Strupincer. All through the years 1950 through 1955 we were 
agaging ou a vigorous Management improvement program. We 
came up with internal sav ings over that period of time which prob- 
ably amount to 214 or 3 million dollars. That money was plowed 
back into our operation to increase personnel. In other words, where 
we saved the job here we put it somewhere else to absorb increase in 
workload 

We are no longer in position to come up with those kinds of savings 
amymore. Now we have to ask for help. 

Mr. Gary. You have reached the point of diminishing returns? 

Mr. Strupincer. Yes, sir. 

Mr. Keiiy. I might add that manning the new facility at Idlewild 
will take additional inspectors which will return very little revenue. 

Furthermore, we have many locations, like Rouses Point and Blaine 
where the truck traffic is increasing tremendously, and we can no longer 
rly on the man handling passengers to jump over and handle the 
tucks. We have to have a separate man to handle the trucks. 

It is the volume of business which has caught up with us. 

Mr. Gary. Thank you, gentlemen. 

The committee will recess until 10 o’clock tomorrow morning. 





Tuurspay, J ANUARY 31, 1957, 
COAST GUARD 
WITNESSES 


UNITED STATES COAST GUARD: 
VICE ADM. ALFRED C. RICHMOND, COMMANDANT 
REAR ADM. JAMES A. HIRSHFIELD, ASSISTANT COMMANDAW 
CAPT. STEPHEN H. EVANS, DEPUTY CHIEF OF STAFF 
CAPT. CHARLES B. ARRINGTON, COMPTROLLER 
LT. COMDR. E. D. SCHEIDERER, CHIEF, BUDGET AND Cog; 
ANALYSIS DIVISION 
DEPARTMENT OF STATE: 
WILLIAM C. HERRINGTON, SPECIAL ASSISTANT FOR FISHER. 
IES AND WILDLIFE 
KENNEDY CROCKETT, OFFICER IN CHARGE, MEXICAN AFFAIR 
FRED E. TAYLOR, ASSISTANT TO SPECIAL ASSISTANT FoR 
FISHERIES AND WILDLIFE 
NAVY DEPARTMENT: 
CAPT. W. A. HEARN, USN, DIRECTOR, INTERNATIONAL LAY 
DIVISION, JUDGE ADVOCATE GENERAL’S OFFICE 
TREASURY DEPARTMENT: 
DAVID W. KENDALL, ASSISTANT SECRETARY 


Mr. Gary. The committee will come to order. 
We will take up this morning the budget request of the United 


States Coast Guard. It appears that the appropriations for the Coast 
Guard for 1957 were $204,175,000; estimates for 1958 are $230,400,00), 
which is an increase of $26,225,000. 


Dispute Over Sure Fisuine Rieuts 1n Guir or Mexico 


Before we go into the budget request, however, I would like firs 
to consider a matter of policy which has a bearing on the operations of 
the Coast Guard and also on their appropriations. 

Last year, after this bill left the House, the Senate added $6 millio 
for 3 new ships for patroling in the Gulf of Mexico. This was don 
because of the controversy over shrimp fishing which has been pent: 
ing in that area for several years. 

In the conference committee that item was eliminated, but th 
House conferees assured the Senate conferees that they would try #0 
visit the area in the fall. We set up a visit to area just a short tim 
after election, and for various reasons some of the members of th 
committee could not go. 

The chairman, however, did visit the area with the Commandant 
and other officials of the Coast Guard. We first went to Brownsvill 
where we had conferences with representatives of the shrimp industry. 

Then on the Coast Guard cutter Sebago we visited the actual shrimp 
ing grounds. We went to the Campeche Banks and the Mexican 
staged a show while we were in the area. We left Brownsville m 
Sunday night, and Monday afternoon we received a radio message 
on the ship that the Mexicans were chasing a United States fishimg 
vessel. 

We were about 200 miles from the scene and other patrol vessel 
were closer. We could not reach the scene in time to render aid bit 
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the Coast Guard activities were directed from our ship. The United 
States shrimp boat was fired on by a Mexican boat and the captain 
was wounded, which I think is the only real shooting scrape that has 
occurred there. However, there have been a number of cases in which 
the equipment of United States boats have been confiscated by the 
Mexic ans. 

We are trying to get to the bottom of this situation, and for that 
reason the committee has requested representatives of the State De- 
partment and representatives of the Navy to meet with us today. 

Our understanding of the situation is that commercial shrimp fish- 
ing in the Gulf of Mexico has expanded materially since 1952. It is 
jow a very substantial industry. 

The United States has traditionally recognized a 3-mile limit to 
territorial water. 

The Government of Mexico has established, by unilateral action, a 
(mile limit, and I believe in each instance those are nautical miles 
rather than land miles. 

The Government of Mexico is undertaking to enforce its limits by 
vizure, fine, and forfeiture action, not excluding occasional active 
use of armed force. 

The Coast Guard is without a definitive statement of United States 
policy which would establish the length to which it might go in secur- 
ing the safety of life at sea. 

Admiral Richmond, does that pretty well sum up the situation as 
you see it / 

Admiral Rictrmonp. Yes, sir. I might question that statement 
about definitive polic y about safety of life at sea if you are thinking 
in terms of search and rescue as distinct from the particular problem 
ve are discussing. 

Mr. Gary. I speak of this particular problem now. Insofar as Mex- 
io is concerned you have no policy between the 3-mile limit and the 
)-mile limit? 

Admiral Ricumonp. That is right. 

Mr. Gary. You havea 6-mile no man’s sea there ? 

Admiral Ricumonp. That is right. 


ESTABLISHMENT OF ADDITIONAL PATROL 


Mr. Gary. The particular question in which this committee is in- 
terested is whether, under the existing circumstances an additional 
patrol will accomplish the purposes which the shrimp industry seems 
tothink it will accomplish. 

It is my understanding that it would require 3 ships to establish 
ladditional patrol in the ule area. 

Admiral Ricuimonp. That is correct. 

Mr. Gary. They would cost, it is estimated, about $2 million apiece ? 

Admiral Rrcumonp. Yes, sir. 

Mr. Gary. Which would be $6 million. That was the amount that 
¥as put in the bill last year. 

It would require 2 years to build those ships to begin with, and it 
vould cost approximately $500,000 a year to operate them. 

Admiral Ricrrmonp. The last figure might be a little high, sir. I 
ton’t think it would be quite that high for that type of ship. 
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I understand it would be between $300,000 and $400,000, each, Mr, 
Chairman. 

Mr. Gary. Unquestionably this industry is sufficiently importan 
and the protection of American property and lives is sufficiently im. 
portant to spend that much money and more if necessary, but. this 
committee does not want to authorize these expenditures unless some. 
thing is going to be accomplished by it. 

Admiral, I would be v ery glad to have your comments on the situa. 
tion at the present time. 

Admiral Ricumonp. Sir, I think you have made a very excellent 
summary of the situation. This has been a continuing situation sing 
1950. 

In the late fall of 1951 we established on the Campeche Banks, jn 
support of the shrimping industry and essentially for search and 
rescue, and in that I speak of search and rescue to render assistance to 
vessels in distress, medical aid, and any type of that general assistang 


that was necessary, a patrol which has been maintamed continuously 
since that date. 


From time to time 
Mr. Gary. You operate one patrol ? 
Admiral Ricumonp. One patrol. 


ADDITIONAL VESSELS PRESENTLY AUGMENT REGULAR PATROL 


At that time, in order to have the vessels available in the gulf, be- 
cause these vessels are not exclusively for this particular patrol, we 
augmented the number of vessels in the gulf by deployment from other 


areas, so that at the present time we have nine vessels in the gulf area 
which not only give search and rescue protection to those areas con- 
tiguous to the oulf coast but also maintain this single patrol. 

As I say, in addition to that particular patrol, we have agumented it 
from time to time as these little flurries come up of interference by the 
Mexicans, by additional patrols, but not on a regular basis, and also 
we have augmented that patrol by aircraft surveys from time to time, 
again not on a regular patrol schedule as the patrol on the Campeche 
Banks. 

Our purpose for going to the Campeche Banks is because that is the 
greatest concentration of the fishermen. 

Mr. Gary. The Campeche Banks are on the Mexican side of the 
gulf? 

Admiral Ricumonp. That is right. If one would draw a line d 
rectly from the tip of Yucatan to Vera Cruz, they are about one-third 
of the way from the tip of Yucatan or less, one-third or less of the 
way to Vera Cruz. 

Mr. Gary. Then there is another area? 

Admiral Ricumonp. There is another area that has been used for 
fishing known generally as the Tampico Banks, which are off Tampico. 

Mr. Gary. But practically all of the fishing is along the Mexicat 
coast. 

Admiral Ricumonp. The Tampico Banks are along the Mexican 
coast. 

Mr. Gary. All of the shrimp fishing, both at Campeche and Tamp 
co, is on the Mexican coast, so that our vessels have to go over to the 
Mexican side of the gulf to get the shrimp ? 


Cam 

men 
M 
A 





219 


Admiral Ricumonp. That is right. Last year there were a number 
of incidents on the Tampico Bank, and that is what led to the request 
for the establishment of an additional patrol on the Tampico Banks, 
ag we call them. 

With only 9 vessels in the gulf area, it is obviously impractical to 
maintain 2 continuous patrols down there without, in effect, cutting 
down on the protection which we afforded, as I said, for the contiguous 

f coast. 

To meet the immediate problem we did redeploy temporarily ves- 
sls down there on the Tampico Banks last year, and we are continuing 
todo that on an intermittent basis. 

The way we are doing that is this: First in sending vessels to the 
Campeche Banks we have directed that the vessels en route, especially 
those on the western side of the gulf, cut across the Tampico Banks. 
It is not a direct route but go across the banks in order to give that 
temporary coverage to make a survey of the situation, you might say. 

In addition to these vessels making this patrol, making it on the 
banks, all the vessels in the gulf make routine patrols in their areas 
off of the gulf coast, and so for the last several months those vessels, 
particularly from the Texas coast, Brownsville, Corpus Christi, when 
they are out on what we ordinarily would call our regular patrol off 
the Texas coast, instead of doing it off the Texas coast they have been 
snt down to the Tampico Banks. It is approximately only 165 or 
175 miles from Brownsville. I would estimate, and this is only an 
estimate, that therefore we are presently operating a patrol on the 
Tampico Banks about one-third of the time. That is not a fixed figure 
because it will vary with the out periods of the vessels and it may be 
concentrated one time and then they might not be down there for 
2or3 weeks. It is on an intermittent basis at the present: time. 

Mr. Gary. What is the size of the two areas, the entire fishing area? 

Admiral Rictrmonp. It is considerable, sir. I would hesitate to 
guess. I can put astatement in the record. 

The Campeche Banks are larger generally than the Tampico Banks. 
As you know, the committee cruised over that last year, and all we 
did was to circle the Campeche Banks and we cruised from early in 
the morning checking on ships until late in the afternoon just circling 
around the southern and eastern side of the Campeche Banks. 

If we had criss-crossed those to make a thorough coverage of the 
Campeche Banks we would have spent 2 days checking all the fisher- 
men on the particular bank. 

Mr. Gary. It isa very extensive area, however. 

Admiral Ricumonp. The Campeche Banks are fairly extensive, sir. 


POSITION OF COAST GUARD IN AREA 


Mr. Gary. What do your patrols do in that area? 

Admiral Rictumonp. Identify, render assistance as requested, and 
you might say husband the group on the banks and helping in any 
way that we can, and I am sure that when we are present we act 
asa deterrent to any Mexican interference; but, as I say, in an area 
such as that it is not always possible to be present wherever an incident 
may take place. 
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Mr. Gary. Suppose the Mexicans were to accost an American veggg] | If the 
6 miles out from shore when one of your boats was there? Whag | bemJU 
would be the position of your commander? Adnr 
Admiral Ricumonp. Essentially only observe and try to fix with cep. tained 
tainty the position of the incident, unless it was quite obvious that | 151. 
it was a clear act of piracy or something of that nature. Then it | resse! 
would be up to the discretion of the commanding officer to act. be time 
At the present time our vessels will not even go inside of the mar. | Of 
ginal belt unless there is a matter of fixing position. Those are the the ass 
instructions at the present time. In s 
Mr. Gary. The marginal belt is—— have b 
Admiral Richmonp. Nine miles off the coast. tenance 
As you know, these seizures are supposed to be adjudicated in the | youha 
Mexican courts, and there is always the question of the position of | Mr. 
the seizure. Wherever practical we attempt to note the position as dothe 
accurately as possible in order to provide the proper evidence for Adn 
our shrimpers In the Mexican courts. Mr. 
have n 
PLACES OF SEIZURES - 
Mr. 





Mr. Gary. Where are these seizures being made? 


State 
Admiral Ricumonp. I would say all the way from the coast out 








through the marginal belt. I don’t think there have been any seizures 
that have stood up outside of the 12-mile limit. ind Vi 
I understand most of the seizures fall in the 3- to 9-mile area. Affair 
Fisher 
EFFECT OF ADDITIONAL PATROL IN AREA We 
ere 
Mr. Gary. What in your opinion would be accomplished by having = 
an additional patrol in that area ? heen t 
Admiral Ricumonp. Certainly the search and rescue coverage, and | patrol 
Iam speaking about the same type of coverage on the Tampico Banks, | eom 
would be improved. If we have ships there to render assistance, and Wh 
there are fairly large numbers of vessels operating in that area, to | Mp. 
that extent we would be more strategically located to render assistance. | man. 

I also say, as I indicated before, that our presence there undoubt- 

edly would be a deterrent to Mexican action and seizures, though, of 
course, because of the size of the area we might not always be on the | Iw 
spot where the seizure was taking place. Until 
With radar, and so on, there are other ways of fixing positions, so | our c: 
it would help. Carol 
Mr. Gary. If you were going to undertake to really police this area | In 
one other patrol wouldn’t be anywhere near sufficient ; would it? shrim 
Admiral Ricumonp. That is correct, sir. One patrol on the Cam- | Mexi 
peche Banks if you are going to police it is not adequate. by Ar 
Mr. Gary. So if we are going to police this area you will need many | At 
more than one additional patrol ? about 
Admiral Ricumonp. That is right. and s 
Mr. Gary. The Mexicans monitor the Coast Guard radio, do | ofth 
they not? Ib 
Admiral Rtcumonp. Yes, sir. there 
Mr. Gary. They know where the patrol vessels are? are 1g 
Admiral Ricumonp. Very definitely. millic 
Mr. Gary. And the day we were there we had your main cutter just It: 


200 miles away from the scene of the shooting incident that occurred 
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If there had been another patrol vessel that probably would have 
heen just as far away ? 

Admiral Ricumonp. It could have been. As I say, we have main- 
tained a continuous patrol on the Campeche Banks since the fall of 
1951. I say continuous because I think you understand that if a 
sessel is in distress we have to take it in under tow, and there must 
etimes where even with a patrol you will be absent. 

Of course we try to redeploy a vessel in as rapidly as possible, but 
the assistance factor comes first. 

In spite of the fact we have maintained continuous patrol there 
have been seizures and incidents even on the Campeche Banks. Main- 
tenance of one patrol in an area the size of this is not a guarantee that 
you have licked the problem; no, sir. 

Mr. Gary. And the maintenance of an additional patrol would not 
dothe job ? 

Admiral Ricumonp. That is right. 

Mr. Gary. It would add substantially little to the protection you 
hvenow. Isthat correct ? 

Admiral Ricumonp. That is right. 

Mr. Gary. In view of the fact that this is a matter in which the 
State Department is involved, I have asked the State Department to 
gnd their representatives up this morning. 

We have Mr. William C. Herrington, Special Assistant for Fisheries 
und Wildlife, Mr. Kennedy Crockett, Officer in charge of Mexican 
Affairs, and Mr. Fred E. Taylor, assistant to Special Assistant for 
Fisheries and Wildlife. 

We shall be very glad to hear from you at the present time with 
reference to this situation and get your views. 

In fact one thing I am particularly anxious to know is this: I have 
heen told that the State Department has recommended this additional 
patrol, and I have also been told that the State Department has not 
recommended it. 

What is the situation so far as the State Department is concerned ? 

Mr. Herrineron. I will try to clarify some of the points, Mr. Chair- 
man. 

DEVELOPMENT OF SHRIMP INDUSTRY IN AREA 


I would like first of all to refer to the developme nt of this fishery. 
Until late 1940’s the United States shrimp fisheries were primarly off 
our coast in the gulf, from Texas, around Florida, and up to South 
Carolina. 

In the late 1940’s some of the more adventurous prospected for 
sp farther south. They found shrimp in large quantities off the 
Mexican coast. There followed a rapid development of this fishery 
by American boats. 

At the present time, of the total United States production of shrimp, 
ibout two-thirds is taken off our own coast—Louisiana, Texas, Florida, 
ind so on, and about one-third off the coast of Mexico, on the high seas 
of the coast of Mexico. 

I believe at present that although one-third of the volume is taken 
there, by value it runs nearer one- he ulf, because the shrimp taken there 
are larger and worth more per pound. It is worth something like $50 
nillion to the fishermen according to rough figures I have. 

It was only after this fishery had been dev eloped by American fish- 
“men that the Mexicans became interested, and beginning in about 












































1951 they have been following a policy, stimulated by the fact tha 





some of our boats may have been going inside 3 miles to fish. With} (Di: 
no patrols, fishermen act like others, they don’t observe the rules tog 
well. 
As time went on the Mexicans became more interested in developi 
their fisheries and crowding out our boats so they would not have ty Mr. 
compete. It was not a matter of equal competition, they wanted | boats: 
monopoly. the ar 
Beginning in about 1950 there have been incidents of seizures of effect. 
American boats. The numbers run as follows: 5 in 1951, 5 in 1952, It 1: 
20 in 1953, in 1954 there were 10, in 1956, 15, total of 55 boats seized, the M: 
total fines of $26,000. one Se] 
In addition the fishing nets and cargoes were seized. I have no 
figures as to the value of that but it would run higher than this. 
We can break down these molestations and seizures as to location, , 
You have had the areas described, a Campeche area, and a second We 
area where the coast of Mexico straightens up, runs north and south, the . 
The Continental Shelf there is narrower. I will designate them by the 2 
the western gulf and Campeche areas. Nation 
In 1950, 5 incidents in the western gulf; in 1952, 6 in Campeche'and the Gr 
4off Tampico. In 1953, there were 19inC ampec i and 2 off Tampico, this qt 
In 1954, there was 1 in Campeche and 9 off Tampico. In 1956 there te 
were 4 in Campeche and 29 off Tampico. So you see from 1953 on it Mr 
shifted, from the chief area of molestation being Campeche to nov, . 
the chief area being the western gulf. oo 
Mr. Gary. The western gulf is the Tampico area ? Mr 
Mr. Herrrneron. Yes. You have had the report from the Coast Mr. 
Guard that they have had a patrol almost constantly in the Campeche or 
area. Molestations and seizures shifted from the Campeche area to ot 
the western gulf area. : 
There may or may not be a correlation between the presence of the - 
Coast Guard patrol and the molestations. gulf 
From time to time we have requested the Coast Guard as an emer from 
gency measure to increase the patrol down there. Usually it is when ganda 
things flare up, things happen, and we try to ascertain the facts. When redes 
these things do happen we are flooded with reports from our fishing The 
industry about where they have been molested, and almost always alled 
they say they are on the high seas, 12 miles, and so on. Mexican | 40° 
reports say they were close in to the beach or some such place. hes 
For the United States Government to take a firm position we need 
to have something that is fairly reliable. The best method we have 
is through the Co: ast Guard’s observation, to go to position and ascer | yy, 
tain the facts, and the more they are on the ‘grounds at the time the}, «..; 
better are the facts. Mr 
I wish to say that the Coast Guard has been extremely cooperative | 4,,, 
They have been a fine group of men and always have done every: fetes 
thing they could for us in meeting these emergencies. Mr 
As a result of a series of incidents in past years, and always the in- work; 
cidents happened before we could get a boat there, a letter was ad- the I 
dressed by Assistant Secretary R ubottom to the Sec retary of the ae 
Treasury to outline something of the problem. If I may I would like vg 
to read the last 2 or 3 paragr raphs which are most pertinent. PY 
This is. classified “Confidential,” so I trust it will have the same a 


classification as is usual for such doe ‘uments ? 
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Mr. Gary. If so we will have to keep it off the record. 
(Discussion held off the record.) 


EFFECT OF ADDITIONAL PATROL 


Mr. Herrtneron. Regarding the effectiveness of having two patrol 
poats in the gulf, I would certainly agree that they cannot cover all 
the area, but they have had, I believe, a very profound psychological 
effect. 

It is the first thing we have done in this field that seems to impress 
the Mexicans that we are serious about this thing. We have had only 
me serious incident in the last part of 1956 that I recall. 


LIKELIHOOD OF AGREEMENT WITH MEXICO 


We have offered two types of arrangements to Mexico to reconcile 
thesituation. Neither one has so far been acc epted. It is likely that 
the Mexican Government is awaiting developments in the United 
Nations. This whole question of territorial waters was discussed in 
the General Assembly last fall. The General Assembly has referred 
this question to a conference in the spring of 1958. Apparently Mexico 
iswalting to see what happens before working this problem out with pa 

Mr. Gary. How long have you been negotiating over this situation ? 

Mr. Herrtncton. Ever since I have been in the Department, for 
about 6 years. 

Mr. Gary. When will we get a decision ? 

Mr. Herrineron. Sir, no one can tell you that. If the Mexican 
Government thinks they can get a major concession through United 
Nations action they will wait until the 1958 conference before they 
vill be very serious in trying to work anything out with us. 

Last fall the extra United States patrol in the gulf area, the west 
mlf area, was withdrawn for a while. Subsequently, the reports 
from down there, from the newspapers, indicated a buildup of propa- 
ganda against the United States shrimp boats, which frequently pre- 
edes an incident. 

The Coast Guard had already planned to have a boat there, and I 
alled the Coast Guard about this and was told the boat was due on 
tation. It was just a coincidence, that the Coast Guard’s prior action 
vasso timely. We think it is serious enough to have a boat there. 


DIFFICULTIES IN OTHER FISHING AREAS 


Mr. Gary. Are there other fishing areas involved in which you have 
isimilar situation other than those off the coast of Mexico ? 

Mr. Herrtncton. The only sensitive area now is in the gulf. 

Mr. Gary. Aren’t these areas practically all over the world—the 
Japanese fishermen ? 

Mr. Herrtneton. We have a fisheries treaty with Japan which is 
wrking along well and we are cooperating w ith the Japanese through 
the International Fisheries Commission. For the time being and for 
wme time to come I am not concerned about that area. There is com- 
plete agreement on that problem. 

We are about to sign an agreement with Russia and Japan on fur 
wails, That will keep that problem under control. 















Our only problem now is in the gulf. 


In connection with they 
treaties, and with the commissions set up and the rules and reguly 
tions, the Coast Guard is named in the legislation as the enforcemen 








authority, they and the Fish and Wildlife Service. 
participate in these activities in the North Pacific, in the Pacifie soy 
of that area, Northwest Atlantic, and certainly if we get agreemen 
with Mexico in the gulf I would expect they would be named as oy 
high seas enforcement agency in the gulf area. 

That is why we mentioned here that even though we work this 
out with a treaty we still need some wa 
lations. Therefore we think the need is a continuing one. 

Mr. Gary. You mentioned some other South American countries 

Mr. Herrrneton. At the time this was written we had a truce dow 
there, but it, might flare up again. 

Mr. Gary. What countries are those ? 

Mr. Herrineron. Ecuador and Peru primarily. 
miles of territorial waters. In the past they have seized United States 


Therefore the 


























y to enforce the rules and regp. 























They claim 2 











Mr. Gary. 200 miles? 

Mr. Herrreron. As a minimum. We are working on that at the 
United Nations and international levels. 

Mr. Gary. Mr. Crockett ? 

Mr, Crocxerr. I have very little to add to what Mr. Herringtm 
and Admiral Richmond said. 

I do think the committee should be aware of an additional factor 
in this matter that has not yet come out, and that is the real aggravya- 
tion which develops from time to time in our overall relations with 
Mexico as a result of the operation of our United States fishing boats 
in the southern gulf. 



































POSITION OF MEXICO 







The Mexicans see this in a different light than we do. 
they have less factual information than we do to go on. They regard 
all operations off their coast as taking place immediately adjacent to 
1ey consider the United States fishermen to be pirates 
coming down and robbing them of their natural resources. 

They are a very nationalistic country, jealous of protecting their 
natural resources, and newspapers sell a lot of editions when they 
put headlines on the front “Mexican waters again invaded by United 
States pirates.” 

I would say all the good will we manage to build up with the 
Mexican people over our help to the Tampico area during the Hurr- 
cane Hazel in 1955 has been almost completely counteracted by now 
with the publicity, bad pubilicty, we have gotten, whether or not we 
are guilty, from the shrimp problem. 

Because of that I think anything we can do to settle it certainly 
is to our very real advantage. 


If possible, 








the coast. 
















































ADDITIONAL PATROL 







Mr. Gary. There is no settlement by sending additional patrols 
From a standpoint of public relations if that would have any effec 
it would stir up animosities rather than quiet them. 

Mr. Crocxerr. It has that potential but the Coast Guard has been 
We need a real knowledge of the 








skillful in handling the vessels. 
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fishing situation which we have not now and never have had. Until we 
can get that we are at a loss and we are working under a comparative 
gmokescreen. We don’t know what is going on, what our people are 
doing or what the Mexicans are doing. We » do need information. 

You cannot work on any problem unless you can identify it and 
know what it amounts to. 

It is from that standpoint that I believe that Coast Guard is in a 

ition to be of quite a bit of help to us. 

Mr. Herrincron. We recognize that during long periods the Mexi- 
cans have no patrols out and some of our boats may go im closer to 
shore, inside of 3 miles. 

There is no question the others are justified in becoming irate about 
that. 

Most of the substantial owners of our boats realize this and attempt 
to keep their boats out of there. They have no long-range way of 
doing this. They can only give the captains instructions. 

When difficulties occur they holler about boats being bothered. 
The activities of the Coast Guard through the boats and patrol planes 
they send out, give us specific information about boats that go inside 
of 3 miles, which is very useful in handling the public relations job 
and going back to the owners and saying “Your boats deserve this. 
They are inside areas we agree are territorial waters.” When that 
happens the United States Government cannot bail them out. 

One of the reasons—— 

Mr. Gary. How is the Coast Guard going to know whether they are 
within the 5-mile limit if the Coast Guard itself cannot go within 
the 9-mile limit? How will they keep tab on the vessels within the 
8-mile limit ? 

Admiral Ricumonp. Just as the Coast Guard vessel acts as a deter- 
rent to the Mexicans I will agree with Mr. Herrington the Coast 
Guard vessel probably acts as a deterrent to the people violating Mexi- 
can law, and by that I mean actually getting into their territorial 
waters. 

We know as we make the sweep around there is a tendency to pass 
the word that the Coast Guard is coming, and they get themselves 
simon pure, and fast. I agree with Mr. Herrington, that the presence 
of the Coast Guard would keep our people to some extent from getting 
into— 

Mr. Gary. Into what? 

Admiral Ricumonp. Territorial waters. 

When we were there you noticed a great many of them. One will 
anchor and then tie up in tandem. I speak of the Campeche Banks 
particularly. That has been a result of our presence there. 

It used to be, and a lot of this trouble in the early days from the 
Campeche Banks came with this situation—they shrimp by night 

mainly. There are 3 or 4 men on these shrimpers usually and they are 
busily engaged shri imping. 

They would turn in in the d: aytime usually, and in the early clays it 
was a fact the *y just locked their wheels and closed down their engines 
and everybody would turn in and drift. 

Some of the early cases undoubtedly came about because they 
drifted within actual territorial waters. Some of them I think go 
into territorial waters for other purposes, too, but a number of them 
inthe early days just turned loose and drifted. Currents could very 
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well set them if not within the 3-mile limit definitely within this areg, 

Asa result of our presence in catching some of them close in I think 
they have come to this new system of anchoring off and doing their 
sleeping riding on an anchor line. 

Mr. Gary. When we were there we heard statements to the effect 
that some drifted for entertainment purposes. 

Admiral Ricumonp. I agree except for the word “drift.” 

Mr. Heretneton. Referring to an incident of last fall. It was re 
ported the patrol boats interfered with fishing not only up to 9 miles 
but beyond 9 miles. The situation in Brownsville reached a point 
where the skippers were refusing to take the boats down there, the 
possibility of bins picked up and kept in a Mexican jail for an 
indefinite period was such they wouldn’t go down there. 

A popular hubbub was built up. W hen we got the Coast Guard 
there it all calmed down, but there was a feeling on the part of the 
United States fishing fleet they were at the mercy of another fellow 
who was in their opinion somewhat rash in the way he enforced his 
own regulations. They wouldn’t risk fishing without somebody 
standing by they felt they could count on. 

Mr. Gary. There is no question about the advantage of a Coast 
Guard patrol. The question is the advantage of an additional patrol, 
whether or not our Government should spend $6 million for additional 
vessels at this time and establish this patrol the operation of which 
would cost in the neighborhood of $1 million annually. 

The Coast Guard does maintain a patrol which serves the purposes 
that have been outlined here, but the point is that if you are going to 
try to police the area—in the first place } you cannot polic e it unless you 
have a policy. In order to police it it seems to me you have to say to 
the shrimpers, “You cannot go beyond the 9-mile limit or the 6-mile 
limit or the 3-mile limit.” 

Then you have to say to Mexico, “If you interfere with one of our 
vessels beyond that limit,” whatever the limit is that has been fixed, 
“then you have to account to us for it.’ 

You cannot have policing without a definite policy. The only pur- 
pose another patrol could serve would be to furnish additional police 
activities rather than patrol activities because you have a patrol there 
now. 

Mr. Herrineron. If I might comment on that, we have the regular 
patroling activity in the Campeche area but not on the west coast. 

Mr. Gary. Not regular patrol, but you have had an intermittent 
patrol there and a special patrol which the Coast Guard has put in 
and is maintaining as far as it can with its present vessels. 

Mr. Herrtneton. And I do believe there is a policy. As of now 
the request is that the Coast Guard do certain things. It has had 
certain effects and we expect this to continue to have certain effects. 

If the situation would worsen, then there would have to be a further 
decision as to what the Coast Guard boat should do there. So far 
that has not been necessary. It has been discussed but no specific 
request has come out. 

If the difficulty should continue then I am sure there would bea 
further request. 

Mr. Gary. There is no request for an additional patrol now? 
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Mr. Herritneton. Yes, sir. The letter I read you was a request for 
maintaining two boats down there. It stated that if additional facili- 
ties were needed the Department would support them. 


POSITION OF THE NAVY ON TERRITORIAL WATERS 


Mr. Gary. What is the Navy situation? 

Captain Hearn. We have not been brought into this at all, Mr. 
Chairman, so far as I am aware, neither by the State Department nor 
the Coast Guard. 

Mr. Gary. Frankly, the reason I invited the Navy in is because it 
was suggested to me, and I want to make it perfectly plain I did not 

‘get it from an authoritative source, but I did get the information that 
the Navy takes the position that it could not recognize the authority of 
Mexico beyond the 3-mile limit for reasons of defense. 

Captain Hearn. That conclusion was probably based on the Navy’s 
desire for the United States to stand fast on the 3 miles as the maxi- 
mum breadth of the territorial sea. 

The Navy is interested in having the breadth of the territorial sea 
as recognized by international law remain at 3 miles, the reason being 
that the larger the high seas, the more operating room there is in 
which to maneuver naval forces. This position does not relate speci fi- 
cally to Mexico or any other country. 

Mr. Gary. There would be no conflict with that policy in bilateral 
agreements between the countries recognizing an extension of that 
limit for the purposes of conservation of resources. 

Captain Hearn. The most important feature as far as the Navy is 
eoncerned is the question of sovereignty. The Navy is atid in 
having the coastal strip over which States claim sovereignty no 
broader than 3 miles. 

Mr. Gary. And that would not preclude any agreements ? 

Captain Hearn. No, sir. Agreements have been made and can be 
made with respect to areas outside the 3-mile limit which do not 
involve sovereignty. 


POSITION OF THE STATE DEPARTMENT ON TERRITORIAL WATERS 


Mr. Gary. As I understand it, the State Deparment policy, if it 
can be called a policy, at the present time is that we recognize the 
smile limit but that the shrimpers recognize the 9-mile limit. Is 
that correct ? 

Mr. Herrincron. Mr. Chairman, I do not know that that is entirely 
correct. I believe if you inquired among the shrimpers you would 
find that some of the owners would decide the boats should stay out- 
side of 9 miles to avoid the complications that occur inside, but that 
has no connection with United States policy. 

Mr. Gary. Until we get that limit: fixed, I do not see how you are 
going to have any settlement of the issues there, regardless of how 
many patrols you have. 

Mr. Herrreton. As far as the United States is concerned, our 
limit is 3 miles. 

Mr. Gary. Off the record. 

(Discussion off the record.) 
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Mr. Gary. As I see it, you do not have any policy. It seems to me 
what we need in this area is an agreement with Mexico or a definite 













policy from the State Department rather than additional patrols, Mr. 
If, after that definite policy is determined, it is decided that additional beng 
patrols are necessary, then we can put them on, but until the policy en 
is determined I personally do not see where additional patrols could the he 
do any good at all so far as enforcement is concerned, because there rr 
is nothing to enforce. a 
Mr. Herrreron. Off the record. these 
{Discussion off the record.) im Or 
done 
REIMBURSEMENT TO BOATOWNERS FOR FINES LEVIED BY MEXICO aly 
Mr. Herrneton. Public Law 680 of the 83d Congress, approved only 
August 27, 1954, provides that in any case where a vessel of the United | 2Y 
States is seized by a foreign country in waters we consider the high itl 
seas, and if it is fined by the foreign country, if the facts are clear, the | te” 
boatowner is entitled to be reimbursed by the United States Govern- abilit 
ment for such fines. very 
So that is very definitely United States policy. If they are fined woul 
for such activities they are reimbursed by the United States Treasury, shar] 
Two boats have been reimbursed so far. rt 
Mr. Gary. Outside the 3-mile limit? doin; 
Mr. Herrtneton. Outside the 3-mile limit. Those are waters con- Guar 
sidered to be high seas. There are additional cases, I believe, being > 
submitted now. i 
Mr. Gary. Under that policy, then, if a shipowner had an old vessel Mr | 
it would be to his advantage to go inside the 9-mile limit and be ar- iM 
rested and then ask the Government to give him a new vessel ? : 
Mr. Herrrneron. Sir, he is not reimbursed except for fines assessed, | 
Tf he has his cargo or vessel seized, he is not reimbursed for that oth 
under this law. nM 
Mr. Gary. It is just the fines? a 
Mr. Herrtnerton. It is just the fines. . 
Mr. Gary. In other words, we reimburse him for what he has paid | yp 
to the foreign government but not what he has lost himself? 
Mr. Herrinetron. That is right. Mi 
Mr. Gary. That is more foreign aid. wher 
Mr. Herrineton. That still means he is subjected to very great Th 
hardship. ¥ = 
Mr. Crocxerr. May I clarify something? I believe earlier in your ep 
statement you were under the impression that Mexico confiscates the | com 
vessels involved. Actually, they confiscate the nets and gear, but Fi 
not the vessels themselves. _ 
Mr. Gary. Just equipment? on 
Mr. Crockett. Yes. It is called the fishing effects under their law. 1 
Mr. Gary. How about cargo? 
Mr. Crockxerr. Cargo, yes. That comes to considerable value but bud 
does not involve the vessel itself. b 


Mr. Sremtnsxt. Off the record. 
(Discussion off the record.) 
Mr. Gary. Mr. Kendall, do you have any comments? 
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VALUE OF ADDITIONAL PATROL 


Mr. Kenpauy. Only this, Mr. Chairman. We appreciate very much 
hing able to come up and visit with you about this. As indicated by 
Admiral Richmond, the Treasury is only too happy to cooperate in 
the fields within which it is charged by statute with the responsibility 
of protection of life and property. : 

The only thing that occurs to me in the way of clarification is that 
these seas down there—and you have seen them—are pretty broad and 
in order to have enough vessels to add almost anything to what is 
done now in the way of surveillance or in the protection of property 
and life or in the enforcement of laws on the high seas, would be 
yery susceptible to the law of diminishing returns, because it would be 
only a happenstance to have vessels any place where there would be 
any likelihood of their being much good in many of these situations. 

I think the Coast Guard, since 1951 I know, have been carrying out 
the mandate of the statute insofar as possible within the limits of their 
abilities in the Gulf of Mexico, and so far as we can determine, in a 
very fine manner. And to add to that, which is a service, of course, 
would be adding tremendous amounts of money with a continuing 
sharp line of diminishing returns. 

I think Admiral Richmond feels and has said that what we are 
doing now is carrying out the mandate of the statute, what the Coast 
Guard is supposed to do, its duties and responsibilities, to the fullest 
extent practicable. 

One other thing. If the confidential letters of Mr. Rubottom and 
Mr. Hoover are in the record, I think the replies should also go in, 
Mr. Chairman. 

Mr. Gary. If the State Department will declassify that correspond- 
ence in connection with this situation, we would like to have the entire 
correspondence between the State Department and the Coast Guard 
inthe record. 

Mr. Kenpaut. And we would declassify ours immediately. Ours 
isonly classified because the incoming document was classified. 


Mr. KENDALL’s STATEMENT BEFORE THE HOUSE APPROPRIATIONS COMMITTEE, 
JANUARY 31, 1957 


Mr. Chairman, briefly our position is that we feel as we did in September 
when I replied to Under Secretary Hoover. 

The addition of Coast Guard cutters would result in tremendous expense and 
asharply diminishing return for the money and effort so expended. 

The situation is not unlike that of any other policing. The increase of ships 
or police would not augment to any extent the chance of incidents such as those 
complained of nor deter them any more than the current patrol. 

Furthermore, the Coast Guard has many other commitments in many other 
places and an additional $6 million for 3 cutters at least 2 years from now when 
this single situation may have changed would not, we feel, be in line with a 
wise policy of pursuing Coast Guard objectives. 


— Gary. You are not asking for any additional patrols in this 
udget ? 


Mr. Kenpanu. No, sir. 














































NUMBER OF COAST GUARD BOATS IN GULF AREA really 


situat 



















Mr. Gary. Admiral, how many boats do you have in the gulf areg!} His 
Admiral Ricumonp. We have 9 vessels at the present time that am | these 
suitable for this particular patrol. They range from the old 19§.| fisher 
footer up to the large type cutter, the Sebago. our G 
Mr. Gary. What have you done with respect to furnishing addj. | in th 
tional patrols since this situation became acute gain last fall? mont] 
Admiral Ricumonp. As I have indicated, sir, earlier, we are maki It | 
what we would call our routine Texas coast patrol down off the Tam. | shoot 
pico coast, which will probably provide a patrol on the Tampico} the g 
Banks about one-third of the time. In addition we are routing | these 
insofar as practicable, ships from the Campeche Banks across the } ship 
Tampico Banks, and doing some aerial surveillance on the Tampico | Hem 
Banks to a greater extent than we had in the past. there 
truth 
DATA ON SEIZURES SINCE 1950 W) 
, : . to res 
Mr. Gary. Mr. Herrington, I wonder if you would furnish for the | over 
record a table showing the seizures that have been made since 195 | with 
and the estimated value of the property seized; also, the amount of 
fines that have been levied by the Mexican Government and those that 
have been reimbursed by our Government under the public law that 
you referred to. Fi 
(The information following was subsequently supplied :) how 
indu 
Molestation of United States shrimp boais by Mexico in the Gulf of Mezico, M 
1950 to 1956, inclusive off t! 
mbit helio tehh dma bla eh Atel [. a | 
ee tS Area M 
Number of|__ bs ins eee Approximate 
Year boats in- | | Arrested Ptotal best 
tercepted !| Western | Campeche | fines * 
\ guif coas' 
higsteden Lb bait DM 2h G8 pbs . __}_._ ie 
1950__- } 5 5 > | $2, 00 area 
ee eet ers 10 | 4 6 5 | (8) / 
1953... Dil 21 | 2 | 19 | x 7, 500 M 
st. asst . 10 | 9 1 | 10 4, 500 M 
1956 _.. : at 3% | 3, 500 
sashes tren 
Fotal._.-.- M 
etna irs nna pone daca $n onli: 
1 Minimum; some may not have been reported. spli 
2 In all cases the fines were aecompanied by confiscation of the fishing gear and shrimp cargo. M 
’ Charges dropped. wht 
Nore.—Public Law 680, 83d Cong., 2d sess., approved Aug. 27, 1954, provides for reimbursement by the ns 
U.S. Treasury for any fines enacted from United States nationals by foreign authorities as a result of seizure gres 
of an American fishing vessel on the basis of rights or claims in territorial waters or the high seas whichar of f 
not recognized by the United States, provided there is no dispute of material facts with respect to the lowe 
tion or activity of such vessel at the time of seizure. Although several claims under this law are in th T 
process of preparation by Ameriean shrimp-boat owners, none had been filed with the Department d add 
State by the end of 1956. ( 
Mr: Canrietp. Mr. Chairman, I cannot see wherein the testimony \ 
presented to us today is going to be of any real immediate help to this | par 
subcommittee in discharging its jurisdiction, which is the control | ver 
of funds for the Treasury and Post Office Departments. I say that \ 


particularly because of the testimony of Mr. Crockett, officer in charge 
of Mexican affairs of our State Department. He emphasized that all 
we have now is a smokescreen insofar as the facts are concerned. He 
said that our Government did not know (1) what our people were 
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really doing; and (2) what the Mexicans were really doing in this 
situation. 

His testimony disturbed me no end when he pointed up the fact that 
these alleged violations of Mexican sovereignty by our American 
fshermen had offset almost entirely the good publicity acquired by 
our Government when we quickly came to the rescue of the distressed 
in the Tampico area when they were visited by a hurricane some 
months ago. 

It also disturbs me in this respect, the publicity that flows from 
shooting incidents between Mexican gunboats and our fishermen in 
the gulf area, the effect that publicity will have around the world in 
these days when we in our country are trying to emphasize our friend- 
ship for other peoples, partic ularly our neighbors in the Western 
Hemisphere, From what I have heard it seems to me, perhaps, that 
there is wrong on both sides. Certainly I would like to know the 
truth. 

When Mr. Herrington tells us that the Department has been able 
to resolve differences ‘between Japan, Russia, Canada, and our country 
over the fur seals problems, I wonder why we cannot get together 
with Mexico and settle this unfortunate issue. 


VALUE OF GULF SHRIMP INDUSTRY 


First I would like to ask the witnesses here—and I would not know 
how to pinpoint the question—how big an industry is this gulf shrimp 
industry in terms of dollars and cents today ? 

Mr. Herrineton. The value of the shivunp fisheries in the high seas 


off the coast of Mexico is roughly $50 million to United States fisher- 
men. That is the last figure I reeall. 

Mr. Canrietp. Are you prepared to say, Mr. Herrington, that the 
best fishing for shrimp in that area is within the 9-mile limit off the 
coast of Mexico? 

Mr. Herrineoron. I understand the best fishing in the north-south 
area of the coast lies between 6 miles and 12 or 15 miles. 

Mr. CANFIELD. Six to 12 or 15 miles? 

Mr. Herrineton. The fishermen tell me between 9 and 12 is ex- 
tremely important. 

Mr. Gary. Why do you not agree with Mexico on a 6-mile limit and 
split the difference ? 

Mr. Herrtneton. If I could comment on one remark you made, 
why we cannot settle this difference with Mexico. We have given a 
great deal of attention to that in the last 5 years, seeking some kind 
of formula that would do this, 

That is one of the things that has been encouraging about this 
additional Coast Guard patrol—I think this should be off the record. 

(Discussion off the record.) 

Mr. Herrtnecton. Mr. Crockett has been stationed in our consulate 
part of the time, and part of the time in Washington. We are trying 
very desperately to work out an agreement. 

Mr. Gary. Will the gentleman yield ? 

Mr. CanFietp. Yes. 
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INSTRUCTIONS GIVEN UNITED STATES FISHERMEN 


Mr. Gary. When we urge the fishermen to keep out of the 9-mile 
limit, are we not putting them in a position where they should say, 
“Why should we worry about it?” 

Mr. Herrineron. We have not told them that, sir. 

Mr. Gary. Have you not warned the fishermen not to go in the 
9-mile limit? 

Mr. Herrtneron. No, sir; we have not. 

Mr. Canrretp. Have you given them any instructions or warnings 
whatever ? 

Mr. Herrineron. We have told them what the situation is and the 
difficulties they might get into. 

Mr. Gary. If they go in the 9-mile limit, they are apt to get in 
trouble? 
Mr. Herrineton. It is up to them to decide what to do. 











AMOUNT OF MEXICAN TAKE OF SHRIMP FROM GULF COAST 






Mr. Canrretp. You say this is a $50-million-a-year industry. When 
you say that, how would you separate the take between United States 
and Mexican fishermen ? 

Mr. Herrrncton. How much they take? 

Mr. CanrreLp. Yes. 

Mr. Herrtneron. The figure I gave was the take by the United 
States fishermen. 

Mr. Canrietp. Do you or does Mr. Crockett know in a general way 
how big this industry is in Mexico? 

Mr. Crocxerr. What Mexico takes? 

Mr. Canrtexp. Yes. 

Mr. Crockxerr. Their take in the gulf is a small percentage of what 
ours is, but what percentage it is, I do not have those figures. I do 
have some current figures which have just been received—Mr. Her- 
rington has not seen these—compiled from January through July 1956 
on our take gulfwide as split between the northern gulf and the gulf 
off Mexico’s coast, and that runs about 26 percent of the take which 
was in the Tampico and Campeche banks. That is a pretty complete 
survey. 

Mr. Canrtetp. Insofar as the economies in these two Mexican areas 
are concerned, is that a large industry ? 

Mr. Crocxerr. No, comparatively small. 

Mr. CanrieLp. Comparatively small ? 

Mr. Crockett. At this time, but it is growing. 

Mr. Herrtncton. Mexico does ship to us a large amount of shrimp, 
but most of it is taken on the Pacific coast and not the gulf coast. 
























SHOOTING INCIDENTS 










Mr. Canrtevp. I think Admiral Richmond or someone mentioned 
that in the instances that have been enumerated, only one fisherman 
was actually shot. Is that the record ? 

Mr. Herrineton. There have been two, one some time ago when 
they picked up a whole batch of United States boats and were holding 


them under arrest. This man was killed by a Mexican guard. Off 
the record. 
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(Discussion off the record.) 

Mr. Herrineton. In the recent case they fired on the American 
boat. 

Mr. Canrietp. Admiral Richmond, do our Mexican neighbors have 
any military or other agency comparable to the United States Coast 
Guard ? 

Admiral Ricumonp. No, sir. They have a Mexican Navy. These 
are actually Mexican Navy vessels. 


ASSISTANCE RENDERED MEXICAN VESSELS 


Mr. Canriretp. When you are operating in the Gulf of Mexico, of 
course, you are engaged in sea-air rescue work. In pursuing those 
responsibilities, are you frequently called upon to rescue or render aid 
to Mexican vessels in distress ? 

Admiral Ricumonp. Well, I would not say frequently. In that 
area we have rendered assistance to Mexican vessels, because in rend- 
ering search and rescue services at sea there are no national lines, sir. 

Mr. Canrietp. It is my understanding, Mr. Herrington, that the 
distinguished majority leader of the United States Senate, Senator 
Johnson of Texas, and other Members of Congress from the gulf area 
have entered vigorous protests concerning some of these incidents and 
have asked that they be given additional Coast Guard protection. 

Mr. Herrineron. Yes, sir; we have received many letters and tele- 
phone calls along this line. 

Mr. Canrretp. And I believe last year Senator Johnson had incor- 
porated in a supplemental appropriation bill futids for additional 
ships for this purpose, funds which were stricken out in conference 
between both Houses. Did you know about that? 

Mr. Herrtneron. I have been told that he did; yes, sir. 

Mr. Canrtexp. It is my understanding, Mr. Herrington, that the 
State Department approved a request of that nature but you feel you 
are precluded, on account of this classification, from making an affirma- 
tive response to the question ? 

Mr. Herrineton. I see no reason why it should not go on the record 
that the State Department has requested that the patrol be increased. 

Mr. Canrievp. That is all. 


OTHER MEANS OF DETECTING VIOLATIONS 


Mr. Sreminsktr. Admiral, is patrol of the area by air at night feasible 
with flare drops spotting boats that could be picked up by radar 
devices ? 

Admiral Ricumonp. No, it is not practicable. 

Mr. Sreminsx1. Would patrol by submarine on a spotting basis be 
feasible as a deterrent ? 

Admiral Ricumonp. I do not think so. 


IMPORTANCE OF OFFSHORE RIGHTS 


Mr. Sreminskr. Do you imagine, Mr. Herrington, that this inching 
out, as it were, from 3 to 9 miles, might have as one of its motives 
the realization that tidelands have not only oil reserves but mineral 
deposits, and that Mexico may ultimately try to be as smart as we have 


been on our shorelines, to strike new sources of wealth. 
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Mr. Herrtneron. I have nothing to indicate there is more behind 
this than control of fisheries. 

Mr. Stemrnsxr. Off the record. 

(Discussion off the record.) 

Mr. Stemrnsxr. I think if we realize the ocean is the world’s largest 
mine, its largest untapped source of wealth—and there are already 
subsurface explorations for that wealth being conduc a ssiall 
come to a greater appreciation of what you want us to do. I do not 
think you have portrayed to us the quid pro quo of the $6 million, have 
you? 

Mr. Crockett. I am sorry; I do not quite understand the question, 

Mr. Sreminskt. You say we should be careful about our approach 
here because we may hurt Mexico’s feelings. Should that be at the 
added cost tothe taxpayers of $6 million? Do you see a gain of $6 
million for the United States for the $6 million we would have to lay 
out for this additional patrol 

Mr. Crocxerr. Perhaps I did not make myself clear. What I 
wanted to get over to the committee is that the existence of this prob- 
lem is one that affects our overall relations. It is a thor ny one. Itis 
not one we think we can figure in dollars and cents as it affects this 
single problem. It bears on yall our relations with Mexico. 

Mr. Sueminsxi. Apparently, for example, the people of Peru are 
mineral minded ; they have great mineral deposits in Peru; they want 
to contro] 200 miles offshore and they probably realize that offshore 
they are sitting on some great wealth; they want fish for food, they 
might' want other offshore wealth; maybe if we are all alerted to what 
everybody is out for, someone can draw a line and say, “Cross that at 
your own risk,” and it will probably make people call their shots. 

Mr. Gary. Will the gentleman yield? 

Mr. Stemrnsxr. Yes. 

Mr. Gary. Our own position is not very tenable, is it, when we say 
to Mexico, “Your authority over fishing extends out only 3 miles,” 
and oti the American side we claim the right to regulate oil beyond the 
3-mile limit ? 

Mr. Crockxerr. Texas regulates her own fishermen up to 9 miles un- 
der State law. 

Mr. Sremrnskt. If this is bringing out facts so that we will end an- 
other 5 years of trying to be gentlemanly with each other and adding 
$6 million to the taxpayers’ burden, then maybe this conference will 
amount to something. 

Mr. Herrinaron. I do not think there is any controversy as to 
Mexico’s rights to control the Continental Shelf itself mineralwise. 
Nobody has protested that. The International Law Commission 
recognized that the coastal state has sovereign rights over the Conti- 
nental Shelf. The controversy is about the water above the shelf. 

I would like to approach this with a clear-cut position. That 3 miles 
is the limit beyond which things start to happen, but there is a lot in- 
volved beyond fisheries. We are trying to get this situation under 
control. We think this is one of the most effective approaches we have 
and that it will help us maintain our overall position. If somebody 
can get away with more than 3 miles one place, we are in a weaker 
position to defend 3 miles elsewhere. So that is one of the reasons 
why we place great importance on taking action here that will further 
our interests and protect our position. 
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Mr. Steminiskt. The Congress yesterday took action in the. Medi- 
ferranean on the Middle East. We drew a line'of action there. I 
think you have a good precedent, by reason of the action of the House 
yesterday, to call your shots. 

' Mr. Herrieron. It is difficult to put an exact money value on this, 
and I assure you it was only after considerable thought and disenssion 
that this request was sent to the Coast Guard. 


BASIC PROBLEM UNSOLVED 


Mr. Gary. But you are not solving the problem as to where the line 
is Your basic problem is, Where ‘do our people have the right to 
fish? They do not know. You do not recognize beyond the ‘'3-mile 
limit, and Mexico says, “We control out to the 9-mile limit.” 

I understand at the recent U. N. conference some suggestion was 
made that you differentiate between ownership and absolute control 
over the area and some control for the purpose of conservation of 
natural resources. As I see it, it is not so much a question of where 
the line is, but it is a question of agreeing and fixing the limit, whether 
itis 3, 6, or 9 miles. Somewhere there ought to be an area for agree- 
ment, and once an agreement is nade you can adopt a policy. But I 
do not see how you can adopt a policy until you reach an agreement. 
You have a no man’s area there. An American vessel enters it at 
itsrisk. It may get by with it and it may not. You tell him just that 
and vou leave i it ‘up to him. 

Mr. Canrreip. Will the gentleman yield? 

Mr. Gary. Yes. 


IMPORTANCE OF REACHING AGREEMENT WITH MEXICO 


Mr. Canrieip. With the growth of the Mexican industry the situ- 
ation will be aggravated, 

Mr. Gary. That is right. I do not see how we in the United States 
can let every nation in the world fix our policies. We seem to be afraid 
to do anyt hing for fear we x pr make somebody mad. That has never 
worked. Chamberlain tried it. It has been tried again and again. 
Ido not believe in a dicts hablel policy on the part of the U nited 
States, but I think we have to stand up for our rights in arriving at 
these agreements. It seems to me here is one place where we should 
have some determination and then follow it up. 

Mr. James. 

Mr. James. Mr. Chairman, I had in mind some inquiry on the very 
subject you have discussed just now. As I understand it, there is no 
international agreement about a limit of territorial waters at 3, 6, 
orany number of miles. Is that true, that there is no general inter- 
national agreement ¢ 

Mr. Herrtneron. There is no complete agreement, certainly. The 
great preponderance of the shipping States and the vaval powers 
advocate 3 miles, or 4 miles in the case of Scandinavian countries. 

Mr. James. Every nation, as I understand it, claims ownership of 

whatever may lie under the Continental Shelf out to a distance that 
varies between nations very widely. Is that true? 

Mr. Herrincron. There is no great dispute about the resourees 
below the shelf. 
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Mr. James. How can anybody control what is below the shelf unleg 
they control the water above that shelf? 

Mr. Herrineton. We believe there is no relationship between the 
two. 

Mr. James. We had a great debate on that very subject some time 
ago when we were discussing the oil beneath the Continental Shelf 
I believe there are three States in the United States that have always 
claimed rights below the shelf. ‘ 

Mr. Gary. Yes, Texas, California, and Louisiana; and they vary, s 
that when we drafted the offshore oil bill, instead of putting into that 
any specific distance, we just said “historical boundaries;” whatever 
they claimed. . 

Mr. James. Well, my view of this whole thing is just simply this, 
that if we have the right to control the water above the Continental 
Shelf where we are drilling for oil—and certainly we have to control 
it because if we do not any nation having a grudge with us could 
in and wreck millions of dollars of valuable equipment put there for 
the purpose of securing that oil—I do not see any real reason why 
Mexico does not have the right to say they control water within a 
certain limit of their coast. If our shrimpers want to take a chante 
in violating what they know to be the announced law of Mexico, I 
cannot quite see why they should not be apprehended by the Mexican 
authorities and appropriately punished for it. Of course shooting 
and appropriate punishment are two different things. This thing 
ought to be settled, it seems to me, by application of the Golden Rule 
until we get an international agreement. 

Mr. Herrrneron. The policy you refer to in effect would allow each 
state to control the resources as far off the coast as they saw fit, which 
I think would create chaos and extreme difficulties. Actually, our 
policy is pretty well set out, by the President and others. 

Mr. Gary. What would the State Department do if a vessel is seized 
6 miles off the coast of Mexico ? 

Mr. Herrineron. It would take steps to ascertain the facts and in- 
sist on compensation for the act. 

Mr. Gary. It is my understanding they say, “We claim out to the 
9-mile limit.” Then what do you do in that case? You have an 
impasse. 

Mr. Herrineton. Ordinarily then you would get into prolonged 
negotiations and eventually settlement. Ordinarily we do not start 
war over it. 

Mr. Gary. The settlement is, if they fine them, the United States 
reimburses the men for the fine they pay. 

Mr. Herrinetron. That is right. 

Mr. James. If any nation is going unreasonably far out to sea to 
claim coastal waters, such as this 200-mile limit you mentioned a while 
ago, it may be very unreasonable, because the water out to 200 miles, 
I imagine, could not be all shallow depth; 200 miles would be consid- 
erably beyond the Continental Shelf, would it not ? . 

Mr. Herrrneton. In some places it is. In some places the shelf is 
200 miles out. Off Peru, the Continental Shelf is very narrow, less 
than 3 miles in some places. 

Mr. James. There are some considerations that have to precede any 
shaking of fists. 
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Mr. Herrineton. I agree, and the United States Government has 
taken considerable steps in that direction. We are parties to eight 
fisheries agreements. The very definite United States policy is that 
our boats have a right to fish any place in the high seas subject to 
United States law or subject to agreements the United States may 
make with other governments. Otherwise, they have complete free- 
dom to fish. 

Mr. James. I cannot agree that the high seas in the case of a country 
like Mexico could be construed to mean 1. only within 3 miles or up to 
the 3-mile limit. It seems to me that Mexico would have some right 
of settling what they believe, not what we believe. It is their terri- 
torial water, and until we get an international agreement on the 
thing, I do not see that Mexico i is beyond her rights in seizing people 
that run within 4 or 5 or 3 miles of her coastline and grab off | natural 
resources which they have a right to — as their roperty. 

Captain Hearn. Mr. ¢ ‘hairman, may I address myse self to the ques- 
tion of distinguishing between the high seas and the Continental 
Shelf ? 

As Mr. Herrington has said, the proclamation of President Truman 
in claiming the right to exploit the resources of the seabed and the 
subsoil of the Continental Shelf did not affect the water above it nor 
the resources in the water. 

Historically, 3 miles has been the breadth of the territorial sea rec- 
ognized by international law. It has been recognized as the area over 
which the coastal state exercises soy ereignty and complete control. 

In recent times, because of the desire of states to control resources off 
their coasts, they have claimed a broader territorial sea. In some 
cases it has been 4 miles, some countries 9, Russia 12, and in the case 
of some South American countries, up to 200 miles. 

There is one school of thought that believes that a coastal state 
should be able to claim a territorial sea to the extent it believes it 
needs. There is another school of thought that believes the territorial 
sea is restricted to 3 miles, that is, the right to claim sovereignty does 
not extend beyond the 3 miles. This is one of the questions th: at will 
be brought before an international convention in 1958 when represent- 
atives of all nations that are members of the U. N. will meet to try 
to reach an agreement on the law of the sea. 

The United States adheres to the 3-mile rule, as does the United 
Kingdom, and the Netherlands, among others. The United States 
will make a determined effort to retain that rule. 

Mr. James. That is a very good statement. 

Mr. Gary. You say there is a distinction between the Continental 
Shelf and territorial waters, that the country does not own the waters. 
Then, by what right could the United Sts ites grant authority to an oil 
producer to sink a well into the Continental Shelf that would block the 
use of the waters? 

Captain Hearn. International law recognizes the right of a state 
reasonably to burden the waters over the Continental Shelf in order to 
exploit. the resources of the shelf. The test of reasonableness is ap- 
phed. 


CORRESPONDENCE BETWEEN FEDERAL DEPARTMENTS 


Mr. Herrtneron. Apropos of United States policy on fishing, I have 
a copy of a letter from President Eisenhower to Senator Leverett 
















238 




































Saltonstall of Massachusetts which I think it might be useful to read, | in this 

(The letter referred to was read as follows :) anne 
Text oF LETTER F'RoM PRESIDENT DwicHTt D. EISENHOWER TO SENATOR LEVERET? 

SALTONSTALL, DatTep Ocroser 30, 1953 

Dear Leverett: This is in further reply to the letter signed by Senators Ho). 
land, Daniel, and yourself, conveying the concern of the fishing industry with 
respect to the effect of the Submerged Lands Act on the traditional position of 
the United States.in regard to the limit of territorial waters. 

As you point out, the position of the United States with respect to the limit of Hon. R 
territorial waters and consequent exclusive fishing rights therein has a vita] Ac 
effect on the position of this Government with respect to claims to exclusive 
fishing rights by other countries. My | 

It has been the traditional position of the United States that the limit of its | of Sta 
territorial waters is 3 miles from low watermark on the coast. Although ths | the Au 
traditional position has not been changed by any policy determination of the r, 
executive branch of the Government or by the courts, nevertheless the Syb. In © 
merged Lands Act, as I understand it, leaves coastal States, at least in the Gulf | has im 
of Mexico, free under certain conditions to establish claims to territorial boundg-. } The © 
ries in excess of 3 miles from the coast. as the 

Until such claims have been established in the appropriate tribunals, I do not | tional 
feel that a declaration by me, such as suggested in your letter, should be made, Coast 
It will continue to be the policy of the United States to assert the right of its | practic 
nationals to engage in fishing on the high seas outside of the 3-mile limit for Shoulc 
territorial waters. ever, t 

With kind personal regards, augme 

Sincerely, To! 
(Signed) Dwicur D. EIsenHower. basis 1 

statut 

requir 

appro? 

DEPARTMENT OF STATE, July 25, 1956, amour 

DEAR MR. SECRETARY: Recent developments make it necessary immediately to 
increase Coast Guard patrol activities in the waters off the gulf coast of Mexico. 

During recent years Mexican patrol vessels have at somewhat lengthy and 
irregular intervals seized American shrimp boats for fishing within Mexican 
territorial waters. Evidence concerning the location of the boats, although gen- 
erally rather conflicting, usually indicated that they were seized for fishing 
within three miles off the coast of Mexico. Recently the number of seizures | Hon. ¢ 
has increased with some heing taken between three and nine miles off the coast 
of Mexico, an area claimed by Mexico as territorial waters. DEs 

Beginning in June of this year there * * * [have] been increasing * * * 1956, 
[allegations by] reliable sources in the United States fishing industry that the the sl 
Mexican patrols now are seizing boats in the area beyond 9 miles off the coast necess 
of Mexico. During the present week at least six boats have been reported seized I hav 
at distances between 9 and 15 miles from the Mexican coast north of tempc 
Tampico. * * * the w 

In order to facilitate United States action regarding this situation, reliable ment 
data are needed concerning the positions and circumstances of seizures. The Ha 
only practical way to obtain such data is through Coast Guard patrols which in the 
may be assigned to the area. Therefore, it is requested that the Coast Guard whict 
immediately and on a temporary basis increase its patrol activities in the area Depa 
where seizures are oceurring so as to determine, so far as practicable, the taines 
precise locations of United States fishing vessels when subjected to interference a gre 
by Mexican Naval vessels and to record any other observed factual data con | ‘fice 
cerning such incidents. * * * State 

It is believed that prompt increase in the patrol activity of the Coast Guard be re! 
may * * * serve to prevent the development of serious incidents which would positi 
greatly intensify the problem. It 

In view of the seriousness of the present situation and the relation between of tin 
this problem and the continuing problem of territorial waters, it is further hext 
requested that you indicate the conditions whereunder the Coast Guard could solve 
make additional patrol boats available for those purposes on a continuing basis — 

80 
time 
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jp this or other areas off Central or South America where such incidents may 
gecur during the next several years. * * * 
Sincerely yours, 
(Signed) R. R. Rusporrom, 
Acting Assistant Secretary for Inter-American Affairs 
(For the Acting Secretary of State). 


DEPARTMENT OF THE TREASURY, 
August 6, 1956. 


Hon. R. R. Rusorrom, Jr., 
Acting Assistant Secretary for Inter-American Affairs, 
State Department, Washington 25, D, C. 

My Dear MR, SecreTARY : This acknowledges the letter of the Acting Secretary 
of State dated 25 July 1956 (U/FW) discussing the situation existing within 
the American shrimp fishing fleet off the gulf coast of Mexico. 

* a ok * * 


7 * 

In conformity with your recent verbal request, the Coast Guard temporarily 
has increased the number of ships maintained on patrol in the area from 1 to 2. 
The Coast Guard will continue this arrangement, so far as practicable, so long 
as the unsettled condition in these waters persists. However, since the addi- 
tional vessel can be made available for such purpose only at the expense of 
Coast Guard responsibilities in United States coastal areas, it may not be 
practicable to maintain the augmented patrol much beyond September 1, 1956. 
Should unsettled conditions in the shrimping area again approach a crisis how- 
ever, the Coast Guard would, of course, at your request, make every effort to 
augment its patrol to meet the emergency requirement. 

To make one additional patrol vessel continuously available on a permanent 
basis for such purpose without decrease in present search and rescue and other 
statutory activities in United States coastal areas, the Coast Guard would 
require three additional patrol craft of suitable type. These vessels would cost 
approximately $2 million each, and their total annual operating expense would 
amount to approximately $985,000. 

Very truly yours, 
(Signed) Davin W. KENDALL, 
Assistant Secretary of the Treasury. 


DEPARTMENT OF STATE, 
August 31, 1956. 
Hon. GeorGe M. HUMPHREY, 
Secretary of the Treasury. 

Deak Mr. SECRETARY : Reference is made to the Department’s letter of July 24, 
1956, and to your reply, dated August 6, 1956, regarding recent developments in 
the shrimp fishery in waters off the gulf coast of Mexico and the consequent 
necessity of increasing the patrols in this area by the United States Coast Guard. 
Ihave been informed that the Coast Guard took steps to increase its patrol 
temporarily in the most troublous areas of the Gulf of Mexico in order to meet 
the urgency of the present situation. The prompt cooperation of your Depart- 
ment in this connection is very much appreciated. 

Having regard to the fact that our tishing vessel seizure problem, particularly 
in the Gulf of Mexico, is inextricably tied to the problem of territorial waters 
which is neither transitory nor susceptible of a speedy and easy solution, the 
Department of State considers it necessary that an increzsed patrol be main- 
tained in the area on a permanent basis. This will serve a multiple purpose: 
agreater opportunity will be provided for observation by our own Coast Guard 
dficers of the nature and location of incidents which take place; the United 
States fishing fleet operating in high seas off foreign coasts will to some extent 
berelieved of * * * harassment by foreign patrol vessels; and the United States 
position on the extent of territorial waters will be strengthened. 

It is not possible at present to provide any precise estimate as to the length 
of time the increased patrol will be required. Should we be successful over the 
hext several years in negotiating an agreement with Mexico which serves to re- 
solve the dispute, it is practically certain that continued patrols would be 
hecessary to enforce the agreement with respect to our own nationals. We must 
also consider the probability that patrols of this nature will be needed from 
time to time in other areas * * * In summary we must prepare for these 
problems in terms of years, not months. 
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In view of the above considerations, it is requested that you take the actions 
necessary to maintain an increased patrol in the Gulf of Mexico. If this re 
quires the acquisition of increased facilities for patrol services, the Department 
of State will of course support your request for such facilities. 

Sincerely yours, 
(Signed) Hersert Hoover, Jr., 
Under Secretary, 


TREASURY DEPARTMENT, 
Washington, September 14, 1956. 
Hon. Hersert Hoover, Jr., 
Under Secretary of State, 
Washington, D. C. 

Dear Mr. Hoover: Replying to your letter of August 31 with regard to develop. 
ment in the shrimp industry in waters off the gulf coast of Mexico and consequent 
desire for continued increase of patrols by the United States Coast Guard, the 
thought occurs that it might be well if at a time convenient to you we might con- 
verse about this. 

The Coast Guard is fully cognizant of the problem and maintains a regular 
patrol of lower Gulf of Mexico waters. This, at the request of your Department, 


was increased during the summer. 
* * * * * * * 


There has been some suggestion from time to time that the increased patrol 
be made permanent. Due to the necessity of meeting its responsibility as to 
search and rescue and other required functions, the Coast Guard is unable to 
commit additional vessels to augment Gulf of Mexico waters patrol in the areas 
of concern. 


A possible solution might be an occasional augmentation of patrol on no 
periodic basis but rather one dictated by the needs of the situation. As to 
patrolling waters farther from the United States than those now under Coast 
Guard surveillance, this is a problem concerning which we have a good deal of 
hesitancy in the approach. 

At the same time there is complete appreciation of the problem and we would 
be glad, as outlined above, to discuss the matter. 

Sincerely yours, 
(Signed) Davip W. KENDALL, 
Assistant Secretary of the Treasury. 

Mr. Hrerrtncton. That certainly establishes the policy of the United 
States and the policy we must defend. 

Mr. James. That has nothing but Executive opinion behind it. 

Mr. Herrineron. You will recognize that conveys a great deal of 
weight with the State Department. 

Mr. James. I respect it. 

Mr. Gary. But you do not defend it. If that is your position, why 
do you not say to Mexico, “This is it, and we are going to tell our 
ships not to go inside the 3-mile limit, and we will tell you to keep 
away from those are ontaide the 3-mile limit.” Then you would have 
a positive policy. But you do not do that. 

Mr. Herrineron. Mr. Chairman, I think there are different ways of 
defending that position and they are weighed in the light of the 
surrounding conditions. I think we are def ‘ending the policy, but not 
as directly as you have in mind, for various reasons. 

Mr. Gary. Until that policy is determined, I do not see what good 
addition: il patrols will do. 

Mr. Steep. We have covered a lot of territory here today, and I am 
not sure I have been able to follow the whole thing. For = er 
of clarifying it in my own mind, I would like to make a statement 
about. what I think we are talking about, and because I am not sure 
it is something that should be on the record, I would like, first, to ask 
this question off the record. 

(Discussion off the record.) 
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TREATY OF GUADALUPE HIDALGO 


Mr. Sreep. It has been my understanding, and I never checked it, 
that in the beginning when Mexico granted freedom to Texas as a 
Republic, because of the entry of ships in and out of the Rio Grande 
at Brownsville that this peace treaty contained some reference to what 
they called then the 1014-mile line, and in the enabling act which 
finally brought Texas into the Union it was stated that they reserved, 
as part of the territory of the Republic of Texas, this 1014-mile area 
off their coast. 

Is that a historic fact? 

Mr. Herrineton. The Treaty of Guadalupe Hidalgo refers to the 
boundary line between the United States and Mexico, commencing 3 
marine leagues offshore from the mouth of the Rio Grande, which is 
the same as 9 nautical miles. That refers, simply, to boundary lines 
and not territorial waters. 

If you want to get—— 

Mr. Steep. Is that the beginning of all this argument as to how far 
these offshore lands went? 

Mr. Herrineton. Within my knowledge. Now you are getting into 
the legal field. If you want to explore that, I would prefer to have 
someone else from the legal adviser’s office here. 

Mr. Sreep. But your position is definitely this: In dealing with 
fish you are dealing with the water and what is in it, and that is com- 
pletely and separate from the Continental Shelf and what is in it? 

Mr. Herrineron. That is right. 

Mr. Streep. The presence of oil wells and bringing minerals out 
of the shelf creates a different situation from the gathering of shrimp 
on the floor. 

Mr. Herrineton. That is right. 


FOREIGN BOATS FISHING OFF UNITED STATES COAST 


Mr. Streep. The matter of our own shrimp beds off our own coast, 
Texas, Louisiana and Florida coasts, are there any issues which have 
arisen about any alien or foreign boats fishing in those waters in 
competition with American fishermen ? 

Mr. Herrinerton. I believe there is one place where Cuban fishermen 
operate. 

Mr. Sreep. What is our attitude there? Do we permit them to come 
up to the 3 miles? 

Mr. Herrtneron. I cannot tell you how far offshore this area is. 
The question never has arisen as to that 

Mr. Streep. You know of no situation then where we have been in 
the position Mexico is in? 

Mr. Herrinetron. Not in the gulf. We have in other areas, in 
New England and the Pacific. 

Mr. Steep. In those cases what has been our position ? 

Mr. Herrtneron. Other countries have the right to fish up to 3 
miles. Japanese fish for crabs up to 3 miles in the Bering Sea and 
through there. 

Mr. Srerp. Is it your position that the American _— fisher- 
men, when they insist on going within 3 miles of Tampico and Yucatan 
borders are only asking for what the American Government has given 
fishermen in other countries? 
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Mr. Herrineton. That is right. 
Mr. Steep. That is all, Mr. Chairman. 


CLAIMS OF VARIOUS STATES REGARDING TERRITORIAL RIGHTS 


Mr. Gary. I understood Mr. Crockett to say that Texas claims fish. 
ing rights up to9 miles. Is that correct ? 

Mr. Crocxerr. I did some research. While I am not a lawyer] 
am under the impression that Texas statute regulates her fishermen 
up to 9 marine miles of the low water mark. It requires licensing for 
that. 

Mr. Streep. From what I know of it, living in that part of the 
country, in all cases, going back to this original treaty that the Re. 
sublic of Texas had with Mexico, in all matters the State of Texas 
fis insisted this 9-mile limit is part of Texas. 

Mr. Gary. They also insisted on it insofar as the offshore oil legis. 
lation was concerned, and it was recognized because we adopted what 
is known as the historical limits and boundaries. 

Mr. Steep. And I believe that some reference was made to the vari- 
cus States that have something similar to this. If my memory serves 
me correct, Florida also makes that same claim for the western side 
of the State. Is that correct? 

Admiral Ricumonp. That is correct. Florida claims 9 miles on the 
west and 9 miles out to the Gulf Stream or out 9 miles on the east. 

Mr. Gary. Louisiana claims 12 miles. 

Admiral Ricumonp. That is right. 

Mr. Steep. Off the record. 

(Discussion held off the record.) 

Mr. Stemtnsxi. Would you care to enlighten me as to other coun- 
tries that have continental shelves that go out to 200 miles or more 

Mr. Herrrncton. The Grand Banks of Newfoundland go off fora 
great distance. 

Off Cape Cod, George’s Bank extends out over 200 miles, a big fish- 
ing bank there. 

_ T believe in the Middle East, large areas would be called Continental 
Shelf. 

Argentina has a shelf out 400 to 500 miles. I will check that. 

Mr. Steminskr. Off the record. 

(Discussion held off the record.) 

Mr. Gary. Admiral Richmond, have your problems been increased 
any and your duties increased in the gulf area by reason of the erection 
of these oil wells off the United States coast ? 

Admiral Ricumonp. Very much, sir, and it is building up very 
rapidly and almost getting out of hand as far as our ability to handle 
the situation is concerned. Unless one has been down and seen the 
rigs that are going in, and observed the traffic, and by that I mean the 
support traffic that supplies these rigs, taking personnel out, and 90 
forth, it is very hard to visualize the difficulties we are running into and 
trying properly to administer that situation there. 

We enter it not only from the search and rescue field but we have 
responsibility with respect to regulating the construction and equip- 
ment of the rigs as regards safety and the marking of the rigs with 
aids to navigation. It is a growing problem growing very rapidly. 

Mr. Gary. We went through part of that area this fall and saw that 
that is an increasing problem. 
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Thank you, gentlemen. 


MISSION OF COAST GUARD PATROLS 


Admiral Ricumonp. Mr. Chairman, I don’t have to read this, but 
earlier a question was asked of what we would do under certain cir- 
qmstances. We have set forth here a mission of these patrols. It 
night clar ify in the minds of the committee what the situation is if I 
put this in the record, what we — our vessels to do down there. 

The mission of the Campeche Banks patrol, and that would apply 
to others, is as follows: 

(a) render assistance to distressed persons and vessels within 
the limits of available facilities. 

(6) to detect. violations by American vessels of Federal laws, 
the enforcement of which is a function of the Coast Guard; 

(c) to detect and report any evidence found of violations of 
Federal laws enforced by other departments ; 

(ad) to closely scrutinize vessels for any evidence of radiological, 
Sa aales 1, chemical, or other weapons on board which might have 
been obtained through contacts with a foreign country or a for- 
eign vessel ; 

(e) to prevent smuggling of aliens; 

(7) to uncover acts subversive to the national interest; 

(7) to maintain a record, description, position sighted and 
photos of any vessels of foreign registry found in the area or in 
the vicinity of American vessels; and 

(h) to definitely establish navigational position and other perti- 
nent circumstances of incidents involving seizures or harassment 
of American vessels. 

That is what we conceive our mission in this lower gulf to be at the 
present, time. 

The first thing is primarily search and rescue or assistance to the 
vessels. T think in terms of vessels in distress. 

Mr. Gary. Thank you, Admiral. 

If there are no further questions we shall adjourn. 

I want to express my appreciation to the State Department and the 
Navy for sending their representatives to appear before our subcom- 
mittee. The discussion has been most help ul, but I do not believe 
we can gain anything by continuing it further. 

Therefore we will adjourn this phase of the hearing and we will 
meet again at 2 o’clock to consider the request of the Coast Guard. 


AFTERNOON SESSION 


Mr. Gary. The committee will come to order. 
We will now take up the request of the Coast Guard. We shall be 
very glad to hear from Admiral Richmond. 


GeneRAL STATEMENT OF THE CoMMANDANT ON THE Coast GUARD 
Bupeer ror 1958 


Admiral Ricumonp. Mr. Chairman and members of the committee, 
the Coast Guard request for fiscal year 1958 totals $230,400,000. Of 
this amount, $172 million is for operating expenses; $16 million for 
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acquisition, construction, and improvements; $26,400,000 for retired 
pay; and $16 million for reserve training. These totals exceed the 
present fiscal 1957 appropriations by $26,225,000. All of these esti- 
mates are presented in the form of a cost- ty pe budget, as required by 
Public Law 863, 84th Congress, which calls for the dev elopment of 
appropriation requests from cost-based budgets. 

First, I would like to report to you how changing circumstances 
have brought about the need for the added funds and then discuss our 
requests in detail separately. 


PLANT DETERIORATION 


We are placing before you requests for additional funds to prolong 
the useful life of our physical plant, afloat and ashore. These funds 
will cover only items essential to protect the Government’s present in- 
vestment and maintain sufficient operational capability to carry out 
our statutory duties. With the upward trend in the cost of doing 
business over the past several years, plus the aging of our facilities 
as reflected in unplanned emergency expenditures, - the maintenance 
base has experienced a relative shrinkage which has forced a consider- 
able deferment of much essential work. In addition, we are request- 
ing funds to replace certain wornout vessels, aircraft, and shore struc- 
tures. I am convinced that these programs must be undertaken to 
avoid reduced operational effectiveness resulting from the inroads of 
age and obsolescence among our facilities. 


PORT SECURITY 


A second development which has influenced our requests this year 
is the large increase in the number of vessels that require security 
screening ‘and surveillance. I shall discuss later in more detail the 
effect this development has had upon our port-security program, and 
how we propose to cope with it. 


INCREASED BOATING ACTIVITY 


Coast Guard operations have been affected by a third important 
development; namely, the extraordinary expansion in small boating 
activity that has taken place in the past 2 or 3 years. The Merchant 
Marine and Fisheries Committee has taken account of this situation 
by making a very exhaustive study, in hearings throughout the coun- 
try, with a view toward formulating any new small-craft safety legis- 
lation that may be necessary. 

Fortunately, in many coastal areas, existing units of the Coast 
Guard have so far been able to provide a fairly reasonable degree of 
rescue protection and of enforcement of laws and regulations dealing 
with maritime safety, but we have not been able to extend these fune- 
tions to met the growing need in many areas where Coast Guard facili- 
ties are insufficient or nonexistent. We have given this problem a 
great deal of study, because uncontrolled boating, particularly by im- 
experienced boatmen, i is as grave a hazard to life and property as 
uncontrolled motoring. As a tentative solution, we are presenting 4 
plan to provide “mobile boarding and rescue teams” in some areas 
where this problem is most critical. Frankly, this is an experimental 
approach to an acute situation. I look to it to provide us with im 
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formation as to how best we can deal with this new situation on a 
jng-range basis. In any case, the immediate investment will be 
gnall in relation to the magnitude of this constantly growing peoeee, 

In relation to this general subject, we have had to plan for additional 
mall-craft safety inspection by reason of the enactment by the last 
Gongress of legislation providing for the inspection of all vessels 
which carry more than six passengers. You will recall the strong 
adverse public and congressional reaction when, out of the unfortu- 
nate disasters to the Pelican and Levin J. Marvel, it became generally 
known that certain motor vessels, sailing vessels, and barges carrying 
more than six passengers were not subject to safety inspection of any 
kind. The new law makes necessary the inspection of about 3,000 
additional vessels annually. We have included a request for funds 
to provide personnel to handle this added workload. 


AVIATION 


I would like to refer briefly to our aircraft replacement problem 
since this matter is generally related to the renewal and replacement 
of shore and floating facilities, which I have already touched on. We 
are as you know, continuing to operate certain types of aircraft now 
regarded by the other Armed Forces as tactically obsolete. These 
aircraft are old, approaching marginal safety, and can now be over- 
hauled only by commercial concerns at exorbitant cost. In compliance 
with the request made by this committee in its report accompanying 
the bill covering our appropriations for fiscal 1957, we have made 
an exhaustive reevaluation of our aviation needs, and a report there- 
of should be in your hands shortly. The requests for aircraft replace- 
ment made at this time are in harmony with the recommendations of 
that report. 


LORAN CONSTRUCTION PROGRAM 


I think you should be generally aware of the difficulties we are 
experiencing in going ahead with the loran construction program 
which, as you know, we administer for the Department of Defense. 
It had originally been planned to establish 7 new stations with funds 
provided in fiscal 1956, and 6 more in 1957. Two stations are now 
under construction, and we can foresee the start of 3 or 4 more reason- 
ably soon, if pending site negotiations are successful.- In view, how- 
ever, of the continuing delay in acquiring sites from the foreign 
governments concerned, increased funds for operating the 6 stations 
under the 1957 programs have been omitted from the present appro- 
priation requests. 

I might say that with relation to our trip to Nevis on the Hamilton 
Bicentennial Commission, and as you recall the consulate general from 
Trinidad was there, one of these sites that have cost us quite a little 
bit of delay is on Tobago Island near Trinidad and one is on St. Kitts. 

I had several talks with Colonel Hollert, the administrator there 
during our visit, and with Mr. Bradshaw, who as you know is one 
of the Cabinet Ministers. It appears to me much of the delay has 
been occasioned by a misunderstanding by all hands as to what we 
desire, what the United States desired, in the way of entry rights. 

I think a great deal was accomplished in that visit to wipe away 
this misunderstanding and led to the suggestion by Colonel Hollert 
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that perhaps if a briefing team came down and explained the situa. 
tion, he thought we probably could overcome this difficulty. As 4 


result we have since been in consultation with the State Department 
and probably in about 3 weeks a team, which I think I probably will 
head up, will go down for the purpose of explaining and trying to 
unravel this situation, so I think I can report we really feel that for 
the first time we might make some progress quickly about getting this 
site business straightened up. 

(Discussion held off the record.) 


MERCHANT MARINE SAFETY 


Admiral Ricumonp. Two developments—one very recent—are 
tending to increase our requirements under this program. Although 
we expect to absorb the added workload for the present, it may not 
be possible to do so beyond fiscal 1958. 

The first of these developments is the increase in oil-drilling activity 
in the Gulf of Mexico. Under the Continental Shelf Lands Ae, 
the Coast Guard is responsible for inspecting and certifying the 
lifesaving facilities of the offshore rigs and for prescribing naviga- 
tional safeguards, such as lights, but this is only part of the problem, 
The resupply and maintenance of these rigs has brought about a 
great expansion of the commercial small-craft fleet in these waters 
Bv reason of employment for hire, many vessels not heretofore 
subject to Coast Guard inspection must now be examined and certified 
as safe to engage in the offshore trade, and their operating personnel 
examined and certificated. This situation has imposed an added 
burden upon our inspection force in this area. 

The second development arises from the increasing demand for 
new boat bottoms of all kinds. This stepped-up shipbuilding and 
repair activity has, of course, been aggravated by the Middle East 
crisis. The impact is being felt by our technical people, who are 
responsible for passing on plans, and our inspectors, who examine and 
certify the somnreetion and repair. Already we are being forced 
to delay the certificating of plans, which is embarrassing both to the 
shipping industry and small-boat builders. If the backlog of work 
for which the Coast Guard is responsible rises much above its present 
level, our inability to provide certifying and inspectional services with 
reasonable promptness will be critical. 


PROGRAMS UNDER “OPERATING EXPENSES” APPROPRIATION 


This discussion so far has been intended to provide background for 
more specific examination of our separate appropriations. The first 
of these is “Operating expenses.” 

Total obligations under this appropriation are estimated at 
$172 million. This is an increase of $7,150,000 over the current year. 
Of the latter amount, approximately $2.3 million mav be considered 
as an adjustment in the appropriation base brought about auto 
matically in approved programs, mainly as the effect of new legit 
lation, This figure includes over $1.3 million as the cost of bringing 
our military personnel under social security. It includes a further 
$1.0 million as the Coast Guard’s contribution to the civil-service 
retirement and disability fund. No part of these increases is for 
program expansion. 
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The remaining increase of approximately $4.9 million provides for 
the additions to present programs we are requesting this year, which 
[shall now discuss in more detail. 


ADDITIONAL MAINTENANCE 


Perhaps the most significant of these increases is the request of 
about $1,150,000 for added maintenance costs, afloat and ashore. I 
cannot reemphasize too strongly the need for adequate funds to 
maintain our plant capability for performing our responsibilities 
under the law. It would be possible to submit to the committee docu- 
mentary evidence, including photographs and operational reports 
that would attest convincingly to the deteriorated state of the Coast 
Guard’s physical plant. This has, in fact, been done to an extent in 
the body of our budget document. The committee is fully aware, I 
am sure, that the Coast Guard has sought diligently to make the most 
economical use of the maintenance funds that have been available 
toit. From now on, as explained earlier, I anticipate that additional 
funds for this purpose will be urgently required. 


MODIFICATION OF AIRCRAFT 


In magnitude of funds involved, the continuing program of modi- 
fying our medium range amphibian aircraft (UF) is the next most 
important increase that we are requesting. The increased cost of this 
program during fiscal vear 1958 will be around $990,000, and this figure 
isa nonrecurring addition to the base. You will recall that last year 
you authorized the initiation of a program to correct certain perform- 
ance characteristics of this airplane and to improve its operating 
capability. The UF has become the workhorse of the Coast Guard 
for medium range tasks. The continuation of this program will enable 
us to make more effective and safer use of this airplane. The added 
money figure will permit 24 aircraft to be modified during fiscal 1958. 
The program is planned for completion in fiscal 1959. 

The request is being made also for $110,000 to pay for the installa- 
tion of new hoists in 22 of our larger helicopters. This is likewise a 
nonrecurring addition to the base. The hoist presently installed in 
these helicopters is of doubtful reliability and limited capacity. Ina 
rescue operation, it is mandatory that the hoist work surely and 
safely, or the aircraft itself may be placed in jeopardy. New hoists 
in these helicopters are essential to safe and efficient operation. 


PORT SECURITY SCREENING AND SURVEILLANCE OF VESSELS 


I have touched already on the increase in our port security vessel 
screening and surveillance workload. We anticipate that the number 
of vessels requiring such attention will, by 1958, have increased four- 
fold over what it was in 1955. In terms of man-years required, this 
represents a rise from 184 to 810. We now have 385 persons engaged 
in this program, and are requesting $930,000 to permit the assignment 
of an additional 224 military personnel to screening and surveillance 
duties. Although this will still leave us approximately 201 persons 
short of our estimated needs in 1958, this requirement is so directly 
related to the fluctuating international situation that I feel we are 
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safe in making a somewhat conservative estimate of necessary addi. 
tional funds. 


ENFORCEMENT OF BOATING SAFETY LAWS 


We are requesting two additional increases in the field of law ep- 
forcement, both of which relate to the expanding use of small craft for 
pleasure and business. On a very limited experimental basis, we have 
tried using mobile boarding and rescue teams in 2 or 3 areas of small- 
boat concentration. The results obtained so far have shown that this 
may be an economical and effective means of improving small-craft 
safety. In fiscal 1958 we are requesting an additional $414,000 for the 
military personnel for 15 mobile boarding and rescue teams to extend 
the experimentation to other areas. Through this provisional pro- 
gram, we hope to develop effective methods of handling the problem, 

Protection to the pleasure-boating public was further advanced 
through the enactment by the last Congress of Public Law 519, which 
extends the Coast Guard’s inspection function to certain power-driven 
craft, sailing vessels, and barges carrying more than six passengers, 
An estimated total of 3,000 vessels will be inspected annually. This 
new law calls for the inspection of such craft every 3 years and closes 
a gap in the field of maritime safety. We are sakine this year for 
additional funds in the amount of $322,000 to provide for 38 military 
and civilian personnel to do this job. 


INCREASED RATE OF MILITARY SEPARATIONS 


An appreciable rise in the number of military separations is antici- 
pated in fiscal 1958. There will be 1,585 more separations and 662 
more reenlistments than this year. This causes an expense which 

varies from year to year and depends mainly on enlistment programs 
in previous years. Continuing effort is made to smooth out the dis- 
charge and reenlistment curves, but fluctuations within limits cannot 
be avoided. The increased cost of military separations in 1958 is esti- 
mated at $918,000. 

In summary, $172 million is being requested under this appropria- 
tion, although total costs during fiscal 1958 will approximate $176, 
500,000. The difference of about $4.5 million will be made up by ma 
teriel transferred to use without charge and inventory reductions re- 
sulting from improved stock-control methods. 


PROGRAMS UNDER ** ACQUISITION, CONSTRUCTION AND IMPROVEMENTS” 
APPROPRIATION 


This appropriation finances the establishment and improvement of 
aids to navigation, the procurement of aircraft, and the replacement, 
construction and i improvement of vessels and shore structures. A total 
of $16 million is requested under this appropriation. This is $8, 
600,000 more than was appropriated for fiscal 1957. I will discuss 
individually the projects comprising the total request. 


VESSELS 


As indicated previously, the need to commence a program of ves 
sel replacement has become acute. This situation is most pronounced 
in the patrol boat classes—vessels 165 feet in length, and below. This 
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r we are requesting funds to start an orderly program for the re- 
placement of the 83-foot patrol boat class, of which there are 61 now 
inservice. ‘These boats were built for wartime service, and all will be 
at, or beyond, their useful life in 3 to 5 years. This vessel class is just 
about worn out and cannot be depended upon much longer to give safe 
or effective service. We are requesting $4 million to commence re- 
placement of the 83-footers. Present planning is to construct a modi- 
fed version of the new 95-footer, adapted as may be desirable to fit 
in with recent operating experience with that class. We expect to 
build about 10 replacement craft out of the funds requested. 


AVIATION 


In view of the general reevaluation of our aviation requirements 
mdertaken at your request, we have considered it advisable to review 
the program of aircraft replacement for which funds already have 
een provided, so as to insure that this program is consistent with 
sich recommendations as our study group may submit. 

It seems clear from the reevaluation of our aviation needs that 
emphasis for the time being should be laid on the the replacement of 
sbsolescent long-range land types and the acquisition of hellcopters. 
Itis further apparent that no matter what action may be taken on the 
overall report of our study group, the expenditure of available and 
budgeted funds on long-range aircraft replacements and helicopters 
would be a wise and timely move. We are therefore requesting $8.7 
nillion in the present budget for the replacement of long-range land 
planes and helicopters. This would permit us to start the replace- 
ment of obsolescent land planes on a very modest basis and further 
axpand the use of helicopters, which are proving increasingly effective 
for short-range assistance work. 


SHORE STATIONS AND NAVIGATIONAL AIDS 


You will note that funds requested for the establishment or improve- 
ment of essential aids to navigation include an item of $500,000 for 
miscellaneous urgent aids. Thisis about on the order of what has been 
appropriated for this purpose in recent years. In the same period, 
however, the activity of the Corps of Engineers in developing and 
improving navigable waterways has been in advance of our capability 
to provide funds for aids to mark these improvements. Consequently, 
abacklog of work to be done has been built up in excess of $1 million. 

In addition to the items so far mentioned under this appropriation, 
we request $1,120,000 for the necessary relocation of 2 facilities where 
existing leaseholds expire, and $954,000 for essential requirements at 
ertain air stations, industrial facilities, and 1 light station. De- 
tailed and, I believe adequate, justifications for these miscellaneous 
items are included in the budget document. 


PROGRAM UNDER “RETIRED PAY’ APPROPRIATION 


For “Retired pay” in 1958, $26,400,000 in requested. This is $1,- 
475,000 more than in 1957, and is attributable to an increase of 470 
m the average number of persons to be carried on the rolls. These 
tstimates are based on numbers on the rolls, modified by expected 





deaths, and adjusted for additions due to age, years of service, and 
physical disability. 


PROGRAM UNDER “RESERVE TRAINING” APPROPRIATION 


The “Reserve training” appropriation requested for fiscal year 
1958 is $16 million, an increase of $9 million over 1957. This wil} 
permit the Coast Guard further to implement the Reserve Forces Ag 
of 1955 by the procurement, training and administration of 4015 
more trainees. It represents the second phase in the planned buildup 
that will see the Coast Guard with 25,200 officers and men in training 
by July 1, 1960, as against an estimated 8,525 officers and men at the 
beginning of fiscal 1958. 

To provide the initial training for the increased numbers of persons 
enlisting in the 6- ee training program, we propose to activate a 
second training vessel and to expand the training stations at Alameda, 
Calif. ., and Groton, Conn. To provide for other reservists engaged 
in weekly drill training during the year, it will be necessary to estab- 
lish 26 additional Organized Reserve training units. Additional funds 
are included in this appropriation to cover the cost of social security 
for military personnel and civil-service retirement mentioned earlier, 

As of October 31, 1956, approximately 75 percent of the year’s quota 
of personnel in the drill training program had received 2 weeks active 
duty for training. This training was performed aboard ships of the 
regular Coast Guard in the case of trainees from vessels augmente- 
tion units: and at captain of the port facilities, operating bases, and 
naval training facilities in the case of trainees from port security units, 
A special course for officers not training in the aforementioned pro- 
gram was conducted at the Coast Guard Academy. 

The recruiting of enlistees for the 6-month training program has 
been progressing at about planned intake. In carrying out this pro- 
gram, we are expanding accommodations at Cape May Training Sta- 
tion and are operating this facility, along with one vessel. With 
respect to the procurement of other types of trainees, we had recruited 
731 members as of November 30, 1956. Our quota for the year is 2,000. 


PROGRAMS FINANCED FROM APPROPRIATIONS OF OTHER DEPARTMENTS 


As in recent years, certain vessel operations will be financed by other 
departments next year. Eighteen of our major cutters per forming 
the dual functions of ocean station duty and search and rescue will be 
financed by the Department of Defense. Four ocean stations in the 
Atlantic and two in the Pacific will continue to be manned by these 
cutters. The USCG Cutter Courier, financed by the United States 
Information Agency, will continue to ‘act as a mobile base for Voice of 
America broadcasts. Also, the operation of two seagoing tugs at 
Navy expense is again anticipated as replacement for certain of out 
buoy tenders assisting the Department of Defense in supplying sta 
tions along the northern distant early warning line. 

The situation with respect to the St. Lawrence se: vway project dis- 
cussed here last year is still unresolved. You may recall there was 
question as to whether the Seaway Corporation or Coast Guard had 
the ultimate authority over the installation and operation of the r 
quired aids. A ruling by the Comptroller General that the costs 
should be included in the toll base was interpreted by the Seaway Cor- 
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ration to mean that they had complete responsibility for aids, thus 
enflicting with statutory authority of the Coast Guard. In an effort 
ip resolve the problem, it has been referred to the Attorney General. 
In the meantime, we are assisting in the preparation of plans and 
designs for the required aids, and the Corporation is reimbursing us 
for costs related thereto. 


MANAGEMENT IMPROVEMENT 


The Coast Guard has continued to concentrate effort on strengthen- 
ing management and seeking areas where new methods and techniques 
can be developed to improve financial management and provide better 
grvice to the public. Specific examples of management improvement 
are as follows: 

(a) Reorganization of supply facilities discussed here last year 
has additional significance in that the sale of the old Supply Center 
sites in Jersey City and Brooklyn returned more than $1.0 million 
in miscellaneous receipts to the Federal Government. Additionally, 
during fiscal 1956, 46 parcels of real property were declared excess 
to the needs of the Coast Guard and reported to General Services 
Administration for disposal, A fair market value for this property 
isestimated to be $370,000. 

(b) Action has been initiated to relocate and consolidate certain 
tivities in and near Baltimore, Md., further to improve operating 
dfectiveness. Certain moorings are being given up, and all operating 
mits other than those engaged in aids to navigation work are being 
oncentrated in a more favorable location. Also, certain repair activi- 
ties are being shifted to the yard. In addition to improving opera- 
tions, 15 men previously oecupied in housekeeping tasks were made 
wailable for reallocation to the vessel surveillance program within 
the port security detail. 

(c) Intensive analysis and housecleaning of Coast Guard inven- 
iories during fiscal 1956 has resulted in disposing of $2,497,723 of 
excess materiel for which $347,682 was received. Our inventories at 
June 30, 1956, showed a reduction of $1,761,000 over what they were 
exactly a year before, and further reductions may develop when sup- 
plemental cross-servicing agreements with Navy and Air Force are 
wmpleted and put into effect. 


OPERATIONS 


Cooperating with the Navy continued this year in the assignment 
of certain buoy tenders and icebreakers to operations in the Arctic, and 
we are again using a large icebreaker in the Antarctic for Operation 
Deepfreeze. 

At the request of the State Department, we established, insofar as 
practicable, an additional patrol in the Gulf of Mexico because of 
incidents between Mexican patrol vessels and United States shrimping 
vessels along the upper coast of Mexico. 

Last year, we completed and published Aircraft Emergency Pro- 
edures Over Water, which was also adopted by the Navy and Air 
Force as an official publication. It is a compilation of procedures and 
techniques developed over the past few years through Coast Guard 
tandardization programs for civil and military aircraft operators, 
ditch and rescue exercises, and aircraft evacuation and survival drills. 
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It was made available to all operators of aircraft over ocean areas 
through purchase from the Government Printing Office. It is of inter. 
est to note that these procedures were known and used by the pilot 
of the stratocruiser which recently ditched alongside the Coast Guard 
Cutter Ponchartrain at ocean station November. 

Mr. Gary. Is it not also true that the pilot and hostess of the strato. 
cruiser had taken your seminar training at Hawaii which you give 
to crews of commercial vessels for safety purposes, instructing them 
as to what to do in an emergency of that kind? 

Admiral Ricumonp. Yes, sir. I cannot say the whole crew but 
several members of the crew had. 

Mr. Gary. I said the pilot and stewardess. 

Admiral Ricumonp. Yes, sir. 

Mr. Gary. It is my recollection that the stewardess said if they had 
not had that training the situation probably would have been different, 

Admiral Ricumonp. I don’t know whether that was in this case, 
sir. That was in another case where the stewardess made that state. 
ment. I have not heard that the stewardess in this case said that. In 
fact, there were two stewardesses. I had not heard of any statement 
either one made. 

We recently had another drill, one of our regular drills, on the 21st 
of January or thereabouts, I think the 23d of January. Captain Ogg 
was one of the speakers at the seminar out in Honolulu, and also Com- 
mander Earle who was the skipper of the Ponchartrain. 


MERCHANT MARINE SAFETY 


Last year, I referred to the Parker v. Lester case, which condemned 
certain aspects of our seamen’s screening program. The court was 
critical of deciding before a hearing, with a subsequent appeal, rather 
than a hearing before a decision. It also held that due process was 
lacking by denial of an adequate opportunity to refute the Govern- 
ment’s evidence by cross-examination or other means. This latter 
point would require the disclosure of information sources and the 
identity of informants. Since the decision was rendered, the Coast 
Guard has revised its regulations to comply, insofar as possible, with 
the ruling of the court. Hearings now take place before decision, and 
confrontation of witnesses, where possible, will be effected. As a re- 
sult of the recent injunction emanating in the case and served upon 
the Coast Guard at San Francisco, the Coast Guard is now placing 
so-called court-validated endorsements on the documents of merchant 
seamen of questionable loyalty who were denied security clearance 
under the previous regulations which the court held to be invalid. 
This means that seamen who were denied the right to go to sea because 
the Commandant was not satisfied that they were not security risks 
under Executive Order 10173 are presently serving aboard vessels 
of the United States with documents validated by order of the court. 
The matter of proceeding under the new regulations with the revoca- 
tion of such endorsements, in cases which warrant such action, is now 
receiving consideration. The conflict between the instructions to the 
Commandant in the Executive order and in the court order is being 
brought to the attention of the President by periodic reports of the 
names of persons to whom these special validated documents are issued. 
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The foregoing discussion covers in general certain pertinent phases 
of our activity and the estimates which we are presenting to the com- 
mittee. I will be pleased to discuss further any of the points on which 
additional information may be desired. 


AIRCRAFT REPORT 


Mr. Gary. Would you tell us something about the status of the 
aircraft report which you referred to in your opening statement? 

Admiral Ricumonp. As the committee is well aware, in last year’s 
report on the 1957 appropriations the committee directed that the 
Secretary of the Treasury and the Commandant submit a report on the 
aircraft requirements for the Coast Guard. 

As a basis upon which the Secretary and myself could submit such 
a report to the committee, there was convened in the Coast Guard a 
study group of nine officers made up of aviators, nonflying officers, 
to evaluate the requirements and give us the benefit of their work. 

That group made a complete ev: valuation. All together they spent 
well over 1,000 man-hours in this task. It took longer than we antici- 
pated because, very frankly, they did a very thorough and exhaustive 
job. 

Unfortunately, the report was not available, the final report was 
not available, until early in December. I was able to review it fairly 
rapidly because, of course, as the group had worked I was somewhat in 
touch, more directly in touch than obviously the Secretary could be, 
so it really boils down to this: That the report of the study group is 
now under study in the Treasury Department looking forward to a 
joint report from the Secretary and myself based on this work. 

In general nature, of course, the report follows the line laid down 
by the committee in four areas. 

First, the duties of the Coast Guard that require aviation support. 

Second, the numbers and types of aircraft to discharge those duties 
are set forth. 

Third, the deployment of the aircraft for the most effective utiliza- 
tion. 

Fourth, some sort of a proposal as to how any plan could be 
implemented. 

In general the study group, as I say, went into all phases of the 
matter. 

In the first area, that of the needs, they of course found what we have 
reported to this committee in the past, and know—that the primary 
and essential requirement of the Coast Guard for planes is in the area 
of search and rescue, both in the contiguous areas to the coast and in 
the Territories. 

They acknowledge, of course, that we do use planes for logistic sup- 
port, but that is a secondary requirement to that of search and rescue. 

In that particular field, I might also say at the very outset that 
the study group felt that no requirement for planes should be con- 
sidered unless it was clearly based in the statutory responsibility of 
the Coast Guard; and, of course, in that partic ular field, search and 
rescue, we do have basic statutory authority. 

The big difficulty, of course, is the distance, how far you should go 
with your search and rescue. The approach of the study group was 
that we probably have a responsibility—we felt we had a responsi- 
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bility—based on the general language of the statute and what we haye 
been doing and geographical considerations, of approximately 1,000 
miles to sea. That then gave them a base on which they approached 
the numbers required and the types. They took as a premise that if 
we were going to conduct a search or rescue at sea of 1,000 miles, we 
should have the capacity to go 1,000 miles, conduct a search in that 
area for a minimum of 2 hour s, and be able to return safely. They 
recognize there is an intermediate area of, say, 500 miles, w here smaller 
planes could be effectively utilized. 

Then, of course, there is the close-in, short-range requirement which, 
obviously, will meet the bulk of our search and rescue requirements, 
That can be done by small planes and helicopters. There I am speak. 
ing of trips from 50 to 100 miles, something of that nature. 

That gave them a basis in types, and they felt by a judicial arrange- 
ment we could obviate something we have deplored in past years be- 
fore this committee, that is, the large number of types we have; and 
they think we can eventually reduce to six basic types of aircraft, 
If that plan could be effectuated, it would mean greater economies 
and less problems, it would require less parts, and so on, and all the 
problems that go with diverse types. 

They have made one other recommend: ation which I am sure we will 
undoubtedly come to because it is so logical. They worked out what 
we refer to as the backup theory. Before and during the war and 
since then we have worked somewhat on the idea that in order to meet 
all needs in a particular area, every air station we had should have 
practically every type available. The thinking of the Board has been 
that we should now think in terms of looking at the particular air 
station, the potential that it would have to cover, and concentrate like 
types in certain key areas with an idea of backing up from other air 
stations if you need a type not at that station. 

That is far more feasible today than 5 or 10 years ago because, with 
the increasing speeds, that is a practical solution. I will use as an 
example St. Petersburg, a station I know you are familiar with. At 
the present time we have seaplanes and amphibians and helicopters at 
St. Petersburg. Under this concept we probably would not have any 
eanienroaty at St. Petersburg. I say probably because that is not a 
finalreport. By so doing we ‘think there will be an ec onomy of planes. 

I will say, however, that.the Board also found in their study of the 
potential workload that they feel that the present number of planes 
is inadequate to discharge the responsibilities of search and rescue 
throughout the country. Putting it another way, while they decreased 
some of the requirements for long-range planes, both seaplanes and 
land planes, they found an increasing demand for helicopter service 
throughout the country, the Great Lakes area and other areas. 

That has been the general thinking of the study group. 

Mr. Gary. We had some discussion of it the other day, and this 
committee is primarily interested in two things, first, the safety feat- 
ure. We wanted to be certain that our boys were using safe planes. 
And second, we are interested in a more balanced program of replace- 
ments. For some years you would come in with a very large request 
for replacements one year, and the next year it would be down, and 
the next year up. We thought if some program could be worked out 
to replace a more uniform number each year, the expenditures would 
be more regular. I believe you did work out a replacement program 
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just before the new administration came into office. The first year of 
the present administration they cut out the planes for that year with 


‘the explanation that they did not want to ask for that money without 


first making a study of the situation, which was entirely reasonable. 
That has been 3 or 4 years ago, and so far no program has been 
recommended. 

Mr. Kendall, I wonder if you could tell us something about the 


progress made in developing a program of that kind? 


Mr. Kenpa.u. I would be glad to, Mr. Chairman and members of 
thecommittee. First I want to say I appreciate very much your letting 
me come back today. Off the record. 

(Discussion off the record. ) 

Mr. Kenpauti. As Admiral Richmond said, the report of the study 
group of the Coast Guard could not be more comprehensive. It is 
very well done. However, as I said to you, Mr. Chairman, in my 
letter of December 27 

Mr. Gary. That letter has been placed in the record. 

Mr. Kenpauyt. I know it. I was here when it was. 

The report. is so comprehensive, in the first place, as Admiral Rich- 
mond has said; and in the second place, we are in a position with 
regard to technological developments of aircraft, both from the stand- 
point, Mr. Chairman, of the people who would be the recipients of the 
service of air-sea rescue and interception, and the aircraft itself from 
the standpoint of capability and range of aircraft, that we first felt it 
would be unfair to this committee, unfair to the Coast Guard, to over- 
look many of the aspects not only of the report of the study group but 
also of the facts as they develop. That study has been under consid- 
eration and study by me and others at the Treasury, in coordination 
with Admiral Richmond and with the committee, I would say con- 
stantly, ever since the 15th of December. I do not think a day goes 
by but what work is done on it to the end we can come up with some- 
thing that is, in the first place, comprehensive, and in the second place 
will be intelligent—and I know you will agree with me on that—5 or 
10 years from now. 

These are not in the order of precedence, but in the third place, we 
will take completely into account the replacement of aircraft and 
safety aspects in connection therewith; and in the fourth place, will 
provide a program of replacement which is realistic (a) from a tech- 
nological standpoint; (b) from the standpoint of the missions to be 
accomplished; and (c) within the requirements and the ability of the 
country to pay for it. 

I think that is about as comprehensive as I can be. 

Mr. Gary. I believe both you and Admiral Richmond have stated 
that in your judgment the request for additional funds for airplane 
replacement in this budget is in line with whatever program will be 
finally adopted 

Mr. Kenpauu. That is right, and when Admiral Richmond and I 
were going over the requirements as far back as last May, we tried to 
set our sights as closely as we could to what we thought would sufli- 
ciently cover a first year’s requirement in the replacement of aircraft, 
as well as considering the long range. And I think we both feel that 
we have come pretty close to hitting the mark in that respect. 
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So that from the standpoint of 1958—I am not overlooking the fact 
that. we are not handing this report to you today—but from the stand. 
point of the 1958 budget I believe it is realistic as it will tie in with 
1959, 1960, and so on in the plan head. 

Mr. Gary. This figure in the budget is an estimated figure rather 
than a definite plan as to what airplanes you will purchase? 

Admiral Ricumonp. That is correct. 

Mr. Kenna. It is a little closer than that. 


PROCUREMENT OF AIRPLANES 


Mr. Gary. What is the situation with reference to the procure. 
ment of air pli unes at the present time ? 

Admiral Ricumonp. That would vary on types, sir. For example, 
it is impractical to purchase P5M’s at what I consider a reasonable 
figure because they are no longer being manufactured. Almost any 
plane that is in manufacture still requires an 18-month lead time if 
you can get them to accept an order. 

Mr. Gary. And there is not much chance now, if you need planes 
immediately, of getting the Army or Navy to step aside and let you 
have some of theirs? 

Admiral Ricumonp. Again we would have to get down to types, 
In certain types, I w ould s say yes. Let us say the Air Force has an 
order for 50 or so of a certain type. Maybe No. 37 could come to the 
Coast Guard. There is nothing significant in those figures, I am just 
using that as an example. 

Mr, CanrreLp. Admiral Richmond, in your presentation today you 
tell us, and I quote: 

We are, as you know, continuing to operate certain types of aircraft now 
regarded by the other Armed Forces as tactically obsolete. 

I cannot help but wonder if you did not mean to use the word 
“practically” instead of “tactically.” That is an observation on my 
part. 

Then you go on to say: 

These aircraft are old, approaching marginal safety, and can now be over- 
hauled only by commercial concerns at exorbitant cost. In compliance with the 
request made by this committee in its report accompanying the bill covering 
our appropriations for fiscal 1957, we have made an exhaustive reevaluation of 
our aviation needs, and a report thereof should be in your hands shortly. The 
requests for aircraft replacement made at this time are in harmony with the 
recommendations of that report. 

First I would like to say, I am glad that Secretary Kendall could 
tell us, as he did a few days ago, that the defective planes at Hamilton, 
enenes had been replaced. That was good to hear because I had 

‘asion to see those planes in recent day s, and while I am only a 
ay man when it comes to appraising airplanes, it seemed to me that 
as a result of corrosion and other causes those planes were bad. I 
asked many questions and I learned that these planes had been ex- 
amined by experts of the aviation industry and so labeled. I learned 
also that reports thereon had been made to headquarters here in 
Washington. 

I told Secretary Humphrey last week when he was before us that it 
disturbed me no end when I, attending on January 11, 1956, a remem- 
brance day observance in Hamilton, bumped into the United States 
Navy captain, the highest ranking United States military officer im 
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Bermuda, and he went out of his way to say to me, “Congressman, 
when are you going to do something about those awful Coast Guard 
planes we have down here?” 

Something has been done and that is good to hear. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. As I have told the committee before, it has 
been and always will be the Coast Guard’s policy that we will not put 
any planes in the air that in.the minds of the paogin flying them, or 
jn the minds of our own technical people, are unsafe. The particular 
planes at Bermuda were PBM’s. The PBM is an old plane. It has 
not been built since the war, to my knowledge. We have been replac- 
ing them with P5M’s. The particular ones at Bermuda, I gather 
because of the conditions under which they are handled there, the 
extreme salt in the air and what not, did have extended corrosion, 
and they have been replaced by other PBM’s until they can be replaced 
by the P5M’s that have been ordered. I think the whole question of 
seaplanes will shortly be remedied because we are getting to the end 
of deliveries on the P5M’s. 

Mr. Canriecp. Admiral, I was so proud on Inaugural Day, January 
21, 1957, when, with so many others around this table, I saw those 
300 United States Coast Guard cadets marching up Pennsylvania 
Avenue, and in my own estimate of that parade there was no con- 
tingent that. looked better or marched better than that group, and 
lam sure I am not biased or prejudiced when I make that statement, 
because I heard so many around me at the time and so many after- 
ward comment on their performance. When Secretary Humphrey 
was before us the other day 1 commented on the fact that I thought 
the Coast Guard was being treated as a stepchild of the other military 
services insofar as the obtaining of modern, up-to-date, practical, safe 
lanes was concerned. Personally, I dislike to hear that the Coast 

uard has to obtain its planes chiefly from the other branches of our 
Armed Forces which are prepared to discard certain planes for certain 
reasons. 

Incidentally, I mentioned to the Secretary at that time that I was 
disturbed on Inaugural Day to hear a broadcaster, commenting on 
the cadets as they marched by, lauding their performance but at the 
sume time referring to them as an organization that is not part of our 
military services. 

Did you perchance hear that statement or hear any comment on it? 

Admiral Ricumonp. No, sir; I did not, but I think that will prob- 
ably go down as one of the errors which I presume all broadcasters 
sometimes fall into, because I saw the material that was given to all 
amnouncers along the parade route, and I think it is obvious he had 
not read the material, because he could not have read it and made 
sich a bust. I also imagine that by now he has received a large 
tumber of—I will not say complaints, but criticisms at least on his 
imnouncement. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrietp. Admiral, not only did the broadcaster apparently 
teglect his script, but he is also grossly unfamiliar with the glorious 
history of the United States Coast Guard. 

Off the record. 

(Discussion off the record. ) 
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AIRCRAFT REPLACEMENT 


Mr. Canrietp. Admiral Richmond, may I repeat a part of the 
statement I just read, which is your statement before our committee 
today : 

We have made an exhaustive reevaluation of our aviation needs, and a report 
thereof should be in your hands shortly. The requests for aircraft replacemen; 
made at this time are in harmony with the recommendations of that report, 

Now, our committee has not seen this report, and yet I understand 
from your statement today that your requests are in conformance with 
that report, indicating that that report, or the substance thereof, was 
known to you when you were finalizing your figures. Could that be 
possible ? 

Admiral Ricumonp. No, sir. That is not quite right. After al], 
as the chairman has indicated, for the past 2 years I have indicated 
that we had a very serious replacement problem in the aircraft area, 
So, while this study group has made a very exhaustive study, I do not 
think their findings, shall we say, are ¢ ‘ompletely novel. That was not 
something we suddenly found out. We have discussed this every year 
for the past 6 or 7 years or so. 

Also, as I told the committee last year, and it is still the fact, insofar 
as the replacement program is concerned, we had, up to the last few 
years, pretty well covered the medium range amphibian area and the 
helicopter area. In fact, we had increased the number of helicopters 
by taking out light planes elsewhere. And as of the last 2 or 3 years 
the big area still unresolved was in the long-range plane, both seaplane 
and landplane. We have done nothing to repl: ice any of the land- 
planes, and in the seaplane area we had made a fairly ood start. 
1951 was the first year, and we got a few each vear. Those were the 
P5M’s I referred to. 

So in making this up it did not require a crystal ball to know that 
the first requirement would be the long-range landplane and an aug. 
mentation of the helicopter area, because those are the two principal 
areas right now. 

Mr. Canrretp. My question was based on the fact that we have not 
seen that report. 

Admiral Ricumonp. I realize that. 

Mr. Canrievp. And if that report could in any way be helpful to 
us, it would be nice to know about it before we mark up this bill. 

Admiral Ricumonp. I think the answer is that what you are re 
ferring to as a report, which perhaps is a poor use of the w ord, is that 
study group I have been referring to. 

Mr. Canrterp. You make reference to a report that will be put in 
our hands, then you go on to say that the requests in this bill of par 
ticulars will be in harmony with this report, which is not in our hands 

Admiral Ricumonp. That report will be the report of the Secretary 
of the Treasury and the Commandant of the Coast Guard, submitted 
in acordance with the request of this committee, and will be predi- 
cated in large measure on the work this group has done. 

Mr. Canrrevp. Have there been any airplane accidents or loss of 
life in the Coast Guard which might be attributable to defective air 
planes? 

Admiral Ricumonp. I do not think so. 

Mr. Canrtetp. Off the record. 
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(Discussion off the record.) 

Mr. Steminsxi. Admiral, it was a pleasure at the Inauguration to 
we you side by side with Admiral Radford and other men of your 
rank and influence in the Armed Forces, which indicates to me that 
while at present you work with the Treasury Department, you are at 
the moment on good terms with the Navy ? 

Admiral Ricronp. Very good; yes, sir. 


PARTICIPATION OF COMMERCIAL AIRLINES IN SEARCH AND RESCUE PROGRAM 


Mr. Stemrinsxki. You will recall in the hearings a year or two ago 
[made mention of a device that could inflate to buoy a plane if need be. 
Something like a pelican’s pouch, it could be out of sight when not 
inuse. I saw the other day in the papers that they were developing 
something like a water wing; it inflates in an emergency in front of 
a passenger and when the plane is crash landing the inflation serves to 
soften the blow of the crash. The Secretary the other day gave me to 
understand he would like the airline companies to take an interest in 
conducting their own search and rescue efforts if possible. Do you 
see any move in that direction by the companies ? 

Admiral Ricumonp. I think very definitely they have. I think 
this committee has on at least two occasions shown interest in the 
garch and rescue exercises we hold in Honolulu about 2 or 3 times a 
year. I think a visit to the exercises and seeing the participation by 
the pon eenee themselves would indicate how interested they are in 
this problem. Let us go back 6 or 7 years ago. It was taboo to men- 
tion that there might be a disaster. In other words, there was a feel- 
ing that psychologically it would interfere with passenger service. 
I think now quite the contrary is true. Most of the airlines make a 
point of indicating that they are participating in all the latest im- 
provements, and I understand that a great many of the transpacific 
pilots, particularly—I can understand why they might not have the 
opportunity in the Atlantic—but in the Pacific if it happens to be a 
ar day and they can see our ocean vessel station, they are rather 
prone to go on the loudspeaker in the airplane and give a 10-, 15-, or 20- 
minute discussion to the passengers on the fact that the Coast Guard 
ship is down there, what its purpose is, and so on; and instead of caus- 
ing the hysteria that was previously the case, it is well received by the 
passengers. So I would say the airlines are cooperating. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Sreminskt. Off the record. 

(Discussion off the record.) 

Mr. Steminskt. Is it feasible, in order to save a $3 million or $4 
million item—which a plane is—to so construct it that the fuselage 
and wings can be inflated to keep it afloat, or isn’t it worth the 
trouble ? 

Admiral Ricumonp. First I will say I can only give a lay opinion, 
as I am not an expert in that field. I think your big difficulty in all 
of this is in your landing. If your plane starts breaking up, | do not 
think anything will save it. If you get your plane down on the water 
fairly whole, I would be almost willing to bet you would have a reason- 
able chance to get your plane in without that. 





Mr. Steminskt. That recent crash you spoke about here; was that 
plane lost? 

Admiral Ricumonp. Yes. He landed under ideal conditions and 
the tail section broke on landing, and under those conditions it would 
not have stayed afloat more than a half hour. 

Mr. Sreminsxi. My questions here are further inspired by what 
I recently saw at Fort Eustis. I saw one of those DUKW’s on land 
move with tires fully inflated, and when it approached sand and water 
they almost entirely deflated the tires; and as it came out of the water 
back up on the beach, the tires were again inflated from the driver's 
seat. We have made that big DUKW float. I was wondering if we 
could not inflate the wings and fuselage of planes in peril over water 
and save millions. 

We see by this testimony that it is almost going to be an impossi- 
bility for self-salvage, as it were, on the part of the airlines unless 
they add aircraft to save their own planes. Is that what you mean, 
that you are in the game for keeps unless the airline companies or 
steamships traveling the seas are willing to go to the reseue? Is that 
what you are telling us? 

Admiral Ricumonp. That is a pretty big question to answer specifi- 
cally, sir. In the first place, when you get in this field of search and 
rescue, speaking of airplanes you have to take into consideration crash 
facilities. They might crash some distance from those facilities, such 
as the stratocruiser. You can get a land plane down on water and 
if you are lucky it might stay up quite a while. We salvaged a P5M 
of the Navy and towed it 75 miles to Bermuda. 

Mr. Sremrinsxkr. Wonderful. 

Admiral Ricumonp. We saved 21 people, I believe, and towed it in, 
But that was a seaplane. The airlines are not going to operate sea- 
planes just for the added safety factor because it would be economi- 
cally impractical because of the speed factor. They have not yet built 
a seaplane that can compete with a stratocruiser or DC-7. 

Mr. Sreminsxr. I was thinking when a craft is landing or has 
landed and you have 15 minutes, the sea is calm, and we know it will 
sink in 15 minutes. Could something be devised by engineers that 
could salvage that plane? Of a sudden, couldn’t the wings and the 
fuselage be inflated to float the plane? 

Admiral Ricumonp. I do not think it is an impossible engineering 
acomplishment, but I know of nothing right now. The nearest I 
could come to that would be to refer you to the solution they had to 
raise the Doria, which in effect was to inflate a balloon inside. 

Mr. Gary. Who was the early transocean flier who filled the wings 
of his plane with ping-pong balls? 

Admiral Ricumonp. It has been some time ago. I do not remember. 

Mr. StemrNski. This may sound like a Rube Goldberg, but I was 
thinking of some device whereby the wheels of the plane could also 
be lowered, they could be adjusted, and rotate and become propellers 
like the old Misissippi River boats. 

Mr. Canrtetp. Will the gentleman yield? 

Mr. Steminskr, Yes. 

Mr. Canrieip. Off the record. 

(Discussion off the record). 
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Mr. Sreminsxi. Without any intent to show negligence or inabil- 
ity on your part, but because of limitations of speed, have you ever’ 
been late at the point of a disaster? 

Admiral Ricumonp. I cannot give you a specific case; no, sir. 
There undoubtedly have been cases where, had we had additional 
facilities, we feel we could have done a better job. 

Mr. Sreminsk1. A better job, but speed was never a factor in 
your case because of your diversified installations all over, in coordi- 
nation with sister services ? 

Admiral Ricumonp. No; not that I can recall. 


AIRCRAFT PROCURED FROM MILITARY SERVICES 


Mr. Steep. Somewhere along the line it seems to me an inference 
was left that you were in the position of having to accept castoffs 
from the other military services. Am I right in assuming that, be- 
cause of the tremendous cost of manufacturing one airplane of a new 
model for any given purpose, you are limited in the craft you can use 
by having to acquire models in production for one branch of the serv- 
ice or the other, in view of the fact you are not in a position to make 
a quantity order that would justify the cost of having an airplane 
designed specifically for your purpose / 

Admiral Ricumonp. That is correct. Our requirements in overall 
numbers are so small that we have to limit ourselves to types, either 
military or commercial, that are presently available. An example in 
point is this: We came out of the war with a sizable number of the old 
PBY’s. I am sure you are familiar with them. As they became obso- 
lescent and unsafe, we had to look around for a replacement plane, 
and the only thing that approached that was the UF. Do not mis- 
understand me; the UF is an excellent plane, but had we had com- 
plete authority to have a plane designed, there are some features of 
the UF we would not have adopted. We probably would have tried 
to build in greater range than the UF has, or other factors. The UF 
was designed by Grumman for Air Force and Navy use, but it was 
the closest approximation to the PBY amphibian. In many ways it is 
better. 

Mr. Sreep. Then it is true that in this program you are talking 
about you will be limited both by the amount of money available and 
the type of aircraft that is presently in production? 

Admiral Ricumonp. That is right. 

Mr. Sreep. Is that also true in the field of helicopters? I under- 
stand models of helicopters change rather rapidly. 

Admiral Ricumonp. That is true in the helicopter field. There I 
might say we have been a little more fortunate in that the Coast Guard, 
I believe, was the forerunner in the use of the helicopter for military 
use. One or two of our officers—one is now deceased and one is now 
retired—were instrumental in developing improvements, many of 
which are now being used; for instance, the flotation landing gear. 

Mr. Streep. Do you operate any jet or turbojet airplanes? 

Admiral Ricumonp. No. 

Mr. Streep. Are you giving any thought to that field? 

Admiral Ricumonp. No. We feel there would be no requirement. 
They are very expensive to operate and there are none that would 
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be suitable for our purpose. The turboprop we are considering as a 
possibility. 











































Mr. Sreep. That is all. tea 
Mr. Kenp4tu. Mr. Chairman, may I say something before we leave Ad: 
the aircraft? ang 
Mr. Gary. Yes. Se 
Mr. Kenpaut. This is not in answer to any question. I have been | the R 
talking, both last year and this, with the Secretary of Air and the | for ¢ 
Assistant Secretary of the Navy for Air and with Admiral Richmond, It} 
keeping in close touch with what they do have, what their designs | o¢ tal 
are, all to the end that we explore the possibilities of aircraft—and rogl 
I am not talking about broken-down aircraft—which may or may not Date 
be suitable for our purposes when as a tactical military airplane it | poo 
is of no more use due to the fast-changing types in use by the Air Foree hat 
and Navy. lan 
Mr. Gary. It seems to me there would be good opportunity for ie 
replacements from that field. They are changing very rapidly to jets. | pose 
They have definite needs for jets, and it would seem to me when they | ct it 
switch to jetplanes they would at times abandon the use of some of | yore 
the other craft. They may be brandnew planes that have never been | more 
used or used very slightly, but they abandon them because of the | gjly 
change to jet propulsion. end ° 
Mr. Kenvati. That is true. You have to use a little caution in | jaye 
that, because there is a lot of question as to its value as a search-and- W. 
rescue plane. 1963 
Mr. Gary. That is true. I do not know that it is possible, but at | trey 
least it is a matter that justifies very careful inquiry. Hi 
Mr. Kenpauy. Those UF’s are a case in point. ad 
Admiral Ricumonp. I do not mean to disagree, but the UF's are | jan 
not entirely. We have gotten some UF’s from the Air Force, but it f 50¢ 
was because they ordered a surplus. I think Mr. Kendall will agre | 3, , 
this question of getting planes from the other forces has been gone ac 
into not once but a great many times, and the big question is that ne 
once you get out of the types we are now operating, which came from p C« 
the Armed Forces originally, you get into a plane that is, frankly, | 4, 
too big and too uneconomical for the Coast Guard to operate. AsI | g py 
told the committee last. year, I think I could get a gross of B-86's | 4; 
from the Air Force, but. what would the Coast Guard do with the at th 
B-36’s? 
Mr. Gary. I do not think you ought to take planes that are not Pa 
adapted to the uses of the Coast Guard, but if there are planes that | joy} 
can be used by the Coast Guard that are being discarded by the serv- a d 
one pecans of jet propulsion, it is well worth looking into, I should the | 
think. 
Mr. Kenpauv. I did not mean to interrupt the continuity, but I om 
wanted to get it in while you were talking about aircraft. Ty, 
Mr, Canrrevp. Mr. Chairman, before we close I have one other | 1... 
question I would like to ask Mr. Kendall, and it is this: You have Tr 
been making an exhaustive reevaluation of your aviation needs for | p,. 
the Coast Guard for some months now, and you tell us there has been : 
a special review going on since December 15 and that a report will be ee 
in our hands shortly. Is there any possibility, Mr. Kendall, of that | .,... 
report being in our hands within a week’s time? by 
Mr. Kenna. I do not think so. I do not see how it would be v 


possible even to pull it together. And I could not regret it more. 
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RESERVE PROGRAM 


Mr. Gary. Admiral, can you tell us something about your Reserve 
program ? : 

Admiral Ricomonp. As you know, the Reserve program was re- 
inaugurated about 1950 and has built up slowly. It was brought into 
new focus by the Reserve Forces Act of 1955. That act went to all 
the Reserve components of all the Armed Forces and set as the date 
for the accomplishment of its mobilization objectives the date of 1960. 

It had one feature which was novel, in that it provided a new method 
of taking young men into the Reserve, what we refer to as the 6-by-8 
program. In testifying before the bill was passed, the Coast Guard 
stated that it very definitely would have to avail itself of the 6-by-8 
program if it became a law in order to meet its mobilization strength ; 
that is, to have the Reserve large enough to meet its mobilization 
objectives. 

Accordingly, when the bill was passed we laid plans to expand our 
Reserve program, to build up under this 6-by-8 method. At the out- 
set it was obvious that to build up by 1960 as the other armed services 
were doing would be fantastically expensive and, probably what was 
more to the point, there would be grave doubt whether we could physi- 
cally accommodate ourselves to handle the boys in the roughly 3 years, 
and whether we could get that many boys in the Reserve. It would 
have meant bringing aboard 9,000 a year. 

We worked out a plan that would achieve the objective by about 
1963 or 1964. That envisaged taking this year and every year there- 
after 3,000 boys. 

However, we were not able to get the program started on schedule, 
and so last year when we reported to Congress we said that what we 
planned to do was for 1957 to take 1,000 of these boys, and next year 
9.500, and the following years up to about 1963, 3,500 annually, com- 
ing out at the same objective but feeling that that was a more eco- 
nomical way to approach the problem and was a more sensible or 
practical way. 

Congress went along with us and gave us the money last year for 
this program. On July 1 last we did inaugurate the program for the 
§-by-8’s and I am glad to report that we are, I believe, going to make 
our objective of 1,000 men this year. We have approximately 600 
at this time either in training or about to go in training, and I feel that 
by July 1 we will get all our thousand in. 

There is a considerable increase in the request for the Reserve for 
next year because in order to accommodate the additional 1,500—as I 
said, we plan to jump from 1,000 to 2,500—in order to accommodate 
the training of these additional 1,500 boys for 6 months, we plan to 
enlarge our facilities at Cape May and also open reserve training at 
Alameda. 

In addition to that there is an additional increment because the 
boys that are being trained this year are moving into organized units. 

That makes quite a sizable increase in the amount requested for the 
Reserve in 1958 over what we got in 1957, and in carrying forward this 
program there will be further increases next year, though with the 
extra 1,000 men involved not proportionately as it was this year be- 
cause the capital investment is large in this program this year. 

Mr. Gary. Mr. Kendall, have you anything to add to that? 

Mr. Kenpatu. No; I have not, Mr. Chairman. 
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Mr. Gary. Mr. Canfield, have you any questions? 


CAPE MAY INSTALLATION 





Mr. Canrietp. Admiral Richmond, I know I do not have to tel} 
you how interested we are in the United States Coast Guard. Ou 
late friend and colleague, Mr. Hand, of Cape May, N. J., was called 
away suddenly the day after C ‘hristmas, December 26, 1956. I recall 
the last talk I had with him on the floor of the House of Representa. 
tives was about the Coast Guard and its work at Cape May. He was 
very proud of that installation there. 

I know if he were here today sitting at this table he would ask you 
briefly to elaborate on your program for that training station. Will 
you do that now ? 

Admiral Ricumonp. Of course, as the committee knows, we have 
for a number of years operated Cape May as a receiving center for 
what we call our boot training. That is the training that the regular 
enlistees get. 

Also we have over the last few years sent a number of the reservists, 
those boys faced with 2 years’ active duty, there for training. 

When this program came along we turned to Cape May. We have 
quite a large area there. It was the most logical and economical place 
to conduct this special training, the special Reserve training of the 
6 by 8 program. 

We have had to put some additional facilities there, we are in 
process of doing that, to accommodate this group. As far as the 
actual training it is not run as a separate unit. Training is slightly 
different, not a great deal. The reservists and regulars intermingle 
there. I think that is the way it should be, 

The main thing we have found where we were hard pressed is in 
classroom space. 

It sated out as a naval aviation station. The buildings were old 
and not too well kept, and we find there is inadequate training space 
there, but that is being remedied out of this appropriation. 

Mr. CanFietp. I would like to add this comment. It is now and 
then my priv ilege and pleasure to meet with some of your officers and 
men of the Coast Guard Reserve, sometimes around the festive board. 
It is a delightful thing to observe their enthusiasm for the wonderful 
traditions of the Coast Guard and to note their desire to do a real job 
as Reserves in promoting the security of the United States. 


RESERVE PROGRAM 


Mr. Steminskr. Admiral, are your Reserve activities slanted to have 
a standby strength in the event of an emergency or war ? 

Admiral Ricumonp. Yes, sir. 

Mr. Sreminsk1. In that case, then, should you not. be credited with 
training the Reserves, such as the post office is credited for carrying 
frank mail for other branches of the Government? Should not the 
Department of Defense pay that tab for you? 

Admiral Ricumonp. Well, that is a difficult one to answer. I don’t 
know that there would be any particular adv antage init. I don’t know 
if it would be any cheaper from the taxpayer’s standpoint. In fact, I 
think it might confuse the issue somewhat if, in effect, the N: avy had 
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to get the money and transfer it over to us to carry out the training 


program. 
I can see no advantage in it particularly. I would say that rather 
than being more economical, in any of these cases where somebody else 


gets the money and you have the spending of it, Congress might ‘have 


Jess control and it might be less economical. 

Mr. Steminski. I was thinking possibly if the Navy had a direct 
interest in this whether you might get speedier reaction on needed 
equipment and supplies, but you stated in your testimony there is no 
bottleneck. 

Admiral Ricumonp. At the present time insofar as our organized 
units are concerned, the Navy has been most cooperative in providing 
us with space. They, for ex xample, have armories where we have none, 
and although it will be an increasing problem as our Reserve grows 
and their’s grows, and the two begin to crowd one another. At the 

resent time I would say that 90 percent or better of our weekly train- 
ing activities take place in Navy facilities and indirectly are supported 
to some extent by the Navy. 

Mr. Stemrnsxt. I trust there will always be that comity of feeling 
that I saw at the inaugural ceremony between the Commandant of 
the Coast Guard and the top echelon of defense in this country. So 
long as that exists we have no trouble, I am sure. I don’t think any- 
one could ever become Commandant of the Coast Guard unless he had 
the ability to get along with his fellow counterparts in the Depart- 
ment of Defense. 

That is all I have, Mr. Chairman. 

Mr. Gary. Off the record. 

(Discussion held off the record.) 

Mr. Strep. I have no questions, Mr. Chairman; however, it might 
be well if Admiral Richmond would give a brief definition of what 
he means by a “6 to 8.” 

Admiral Ricumonp. The act of 1955 provided that young men could 
discharge their 8 years’ obligation in several ways As” you know, 
every young man today has an 8-year obligation. One method is by 
taking 6 months’ tr aining and then being in an organized unit for the 
balance of his 8 years. 

As it now is, a man who enlists for, say, 4 years, when he comes out 
goes into the Ready Reserve. If he wants to join an organized unit 
he can discharge his training requirement. in 1 year. For the balance 
of his 3 years ‘he is simply a name on a list. If he doesn’t want to 
bother tying in with an organized unit he can simply be a name on the 
list for the 4 years. It is all tied to these 8 years 

Then there are the 2 by 6’s. They are the boys who join a Reserve. 
They don’t go to immediate active training. They will usually join, 
in our case, an organized unit and get their initial training in an Or- 
ganized Reserve unit. 

At some period, usually when a boy i is about 1814, under the present 
law he must be called to active duty for 2 years, after which he has 
about 2 more years in an organized unit after which he has, say, 2 
years on what amounts to standby. These 6 by 8’s do their 6 months” 
training and then have the other 71 J years 

Mr. Sreep. In other words, the Reserve training program is prac- 
tically identical with that of the other Armed Forces? 

Admiral Ricumonp. It has to be. 
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Mr. Gary. They are part of that unit and it is provided for jp 
that same law. 

Mr. Sreminskr. The fine attitude on the part of the commercial air- 
jines in briefing their passengers on air-sea rescue work as against their 
previous attitude as pointed out by the admiral in the past, “which was, 
the less you say about it the less frightened people will be, certainly 
brings out the full value of free and candid speech. People do not 
gener rally panic when advised on how to act in danger. If ever the 
benefits of full know ledge are brought to bear on a situation, the atti- 
tude of the airlines certainly highlights i it. 

Thank you, Mr. Chairman. 

Mr. Gary. Thank you, gentlemen. 

We will adjourn until 10 o'clock tomorrow morning. 


















Fripay, Fesrvary 1, 1957. 


Mr. Gary. The committee will come to order. | 





COST-TYPE BUDGET 










Admiral, are these cost-based budgets, that you refer 
of the Hoover Commission recommendations ? 

Admiral Rircumonp. Yes, sir. 

Mr. Gary. What are the differences between these and the former 
budget presentations ? 

Admiral Ricumonp. I will defer to Captain Arrington to try to 
answer that. It will bea pretty big answer, I am afr: ‘aid. 

Before he starts his answer, you “recall that last year before our 
formal presentation of the 1957 budget, the question came up of pre- 
senting our budget on the cost- -type basis. I appeared before the 
committee and at that time I indicated that I had some misgivings 
about pressing the point. I was not sure that we were ready, even 
though we had made great progress in revamping our accounting and 
supply system, and suggested, as an alternative, that rather than put 
the whole thing on a cost- -type budget, we present duplicate budgets, 
one on the old obligations system and one on the cost- type basis. We 
did so, even to the extent of submitting duplicate statements. 

This year we were told by the Bureau of the Budget that it was 
desirable for us to present the budget in the cost- type. form entirely. 
As to the actual differences, I think probably Captain Arrington and 
Commander Scheiderer can give that to you. 

Mr. Gary. I am familiar with the situation you refer to, and our 
committee has been kept fully advised, but I think for the sake of 
the Members of Congress, since this is the first purely cost type budg- 
et that has been submitted, we ought to have something in the rec ‘ord 
to point out to the Members of Congress just exactly what changes 
have been made in the presentation. 

Captain Arrrneton. Mr. Chairman, to add a little to Admiral 

tichmond’s comments, as the committee is aware, Public Law 863, 
which was approved last August, had a provision as follows: 

The requests of the departments and establishments for appropriations shall, 


in such manner and at such times as may be determined by the President, be 
developed from cost-based budgets. 


to, the result 
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Following that, the Bureau of the Bureau of the Budget issued 
instructions to implement Public Law 863, and for that reason our 
budget of this year has been presented on the cost-based formula. 

I would like to read a paragraph from the Bureau of the Budg- 
et pamphlet on the subject, which is as follows: 

The significance of a cost-based budget varies with the type of program con- 
ducted by the agency. When inventories and long lead-time programs are in- 
yolved, the cost-based budget provides its greatest benefit because of the identifi- 
eation of carryovers of available resources from 1 year to another. In addition, 
the evaluation of all long-range programs can more effectively be made because 
the accrual basis of accounting identifies the use of resources in relation to the 
time period involved. In agencies where the carryover of resources is not sub- 
stantial, the change in presentation resulting from use of a cost-based budget 
may be relatively minor. In such cases, however, benefits are derived in terms 
of the more precise budget and accounting practices required for this purpose. 

That is a general background of why we have made this change 
in presentation and generally what was expected to be accomplished 
by it. 

‘Getting down to specifics in terms of the Coast Guard budget, as 
you are aware, we have four basic appropriations. The effect ef the 
cost-based budget in respect to the appropriation “Retired pay” is 
virtually insignificant. In other words, the amount obligated is sub- 
stantially the amount that is accrued to cost in a particular year. 

In the appropriation “Operating expenses,” however, there is a 
difference between accrued costs on one hand and amounts obligated 
on the other, in any particular year. That is because of the signifi- 
cance of items such as inventory. In that account we have approxi- 
mately $35 million of inventory. This inventory is comprised of 
strategic items which may or may not be used, depending on actual 
circumstances, such as acts of God and disasters and also comprises 
items which are on hand for installation programs, and some repeti- 
tive items. The change in level of this inventory from one year to 
the next may have an effect on cost, on the one hand, without reflecting 
obligations on the other. In other words, if we were to use $1 million 
of this inventory in excess of our replacement, that $1 million would 
be reflected in cost although not in obligations. 

On the other hand, if we were to increase the inventory by $1 million, 
we would have to obligate the money for the increase although the 
amount would not be reflected in cost since the material would not be 
used. There are other items that might affect cost, but not obliga- 
tions; or affect them to a different extent. 

For instance, at the beginning of each year we have unliquidated 
obligations. As the level of unliquidated obligations changes from 
one year to the next, there will be an effect on cost which is different 
than the amount obligated in a particular year. 

There are a number of other such resources, such as advances and 
so forth. The net effect of these factors together in our budget pres- 
entation is reconciled to cost on one hand and obligations on the 
other. So, although we are presenting our budget on a cost basis, we 
do show the reconciliation between costs and obligations and have 
attempted to explain it in terms of our forecast of the changes in 
these other factors which have been mentioned. 

To some extent this same difference between costs and obligations 
appears in the appropriation for Reserve training, but since we do 
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not have inventories in that account, the amount is much lesg 
significant. 

In the appropriation for acquisition, construction, and improve- 
ments, some of the projects for various reasons cannot be accomplished 
in the time scheduled, either because of contracting difficulties or, in 
the case of loran stations, because of site acquisition difficulties, 
Therefore, although we have requested money to obligate for the 
projects, we are unable to complete the projects and accrue the costs 
during the year in which the money is expected to be obligated. 

I think this is a very brief summary, and without going into an 
accounting technical discussion, will suffice to illustrate the difference 
in the two presentations. I will be glad to answer any questions, 


ACCRUED ANNUAL LEAVE 


Mr. Gary. How is your accrued annual leave handled under this 
budget ? 

Captain Arrrnetron. The leave which is accrued is not included in 
the accounts, so it does not have any effect on this presentation one 
way or another. 


SAVINGS FROM COST-BASED BUDGET 


Mr. Gary. How much money do you estimate you will save by virtue 
of this conversion to a cost-based presentation ? 

Captain Arrtneton. There will not necessarily be any savings 
which are directly attributable to the change in the presentation, 
The advantage of the presentation is that it gives to you and to Con- 
gress, and also to reviewers at the Bureau of the Budget and in the 
Treasury, information as to what we have in the way of inventories 
and how we expect to use them and how we expect to stand in respect 
to outstanding obligations or other resources. 

Mr. Gary. How much has been saved since you converted to a 
cost accounting system ? 

Captain Arrineton. Mr. Chairman, that question is a very difficult 
one to answer because accounting itself cannot make any savings. 
The only savings that can develop depend on what the managers do 
with the accounting information. We do not try to relate the sav- 
ings to the accounting system itself. 


ACCRUED EXPENDITURE BUDGET 


Mr. Gary. Take your appropriation for acquisition, construction, 
and improvements, what would be the appropriation on an accrued 
expenditure appropriation system ? 

Captain Arrincron. Our budget here is not presented on the ac- 
crued expenditure basis. There are a number of bills pending in 
Congress which would require a presentation on that basis. However, 
we can give you the figure that would apply if we were on an accrued 
expenditure budget. It is $7,088,000 cash outlay for fiscal 1958. 

Mr. Gary. How would you control commitments of Federal funds 
under such a system / 

Captain Arrincron. You mean under the accrued expenditure 
system? 

Mr. Gary. Yes. 
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Captain Arrtneron. That problem is one that we have not worked 
out in our own minds and I am not sure it has been worked out 
thoroughly at all, Mr. Chairman. Actually, we have not been asked 
to comment on the accrued expenditure presentation, and anything I 
would say would be purely off the cuff. I feel that control on an 
accrued expenditure basis would be very difficult for us. To use a 
simple homely illustration, a good many of us have charge accounts 
ata department store. It would be unwise to run up unlimited bills 
at a department store on one hand, but on the other h and pay only a 
limited amount a month. It would be like controlling only on an 
accrued expenditure basis. Obligations and expenditures cannot be 
divorced. You cannot have one without the other. Perhaps you can 
have controls on both, but it would impose more accounting difficulties 
than we now have. 


COVERAGE UNDER SOCIAL SECURITY SYSTEM 


Mr. Gary. How are the military personnel involved in the social- 
security system / 

Adiniral Rictomonn, Well, under the new act that was passed om 
year, all the military have now been brought under social security 
of the Ist of January of this year. As you know, previously the serv- 
ieeman had certain pension rights while on active duty. In addition to 
that, there was the so-called death gratuity, and finally, on the basis 
of a bill of several years ago, there was $10,000 free life insurance. 
The benefits under those three areas that I have mentioned varied 2 
great deal and were obviously inequitable. Last year Congress passed 
the bill whic h I mentioned. 

Mr. Gary. That is the Hardy bill? 

Admiral Ricronp. Yes, it was Mr. Hardy’s committee, the sur- 
vivor benefits bill. 

In the area of the death gratuity, it left that about the same except 
it established a maximum amount. The old act was 6 months’ pay. 
Now there is a limit of $3,000 on it. It is 6 months’ pay, not to exceed 
$3,000. 

It did away with the national life insurance as such. We no longer 
have that free coverage which was available only while you were on 
active duty. 

And finally, it brought us under social security. We now pay, de- 
pending on rank and pay grade, up to a maximum of $94 a year. 
We were automatically credited with 6 years as of the Ist of January 
toward social security. As you know, you have to have 40 qu: urters. 
That means, then, that it brings our widows under social sec urity. 
It brings us under social security at the prescribed age. I think it is 
65 for men and 62 for women. Taking my own case, had I retired, say, 
immediately after the Ist of January or on the Ist of February, today, 
I would have had to have employment for so many more quarters to 
bring me up to the 40 full quarters. That is not the full 4 years be- 
cause there is a sliding seale for age. 

Mr. Gary. Does that apply to officers too? 

Admiral Rrcumonp. Yes. 

Mr. Gary. And does that take the place of your regular retirement ? 
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Admiral Ricumonp. No, sir, it is in addition to retirement. ] 
would say it is more in lieu of the pensions that were available to 
the service people, rather than tied to the retirement plan. 

_Mr. Gary. So that you will not get retirement plus the social-secy. 
rity benefits? 

Admiral Ricumonp. That is correct, that is, at age 65. 

Mr. Gary. What is the attitude of the military personnel toward 

that? \ 
_ Admiral Richmonp. Generally I think it is very favorable. As] 
indicated—and I am sure that anybody who went into it at the time 
would agree—under the old system there were a great many inequi- 
ties, particularly as between widows and the number of dependents 
and that sort of thing. In other words, you could have, say, a master 
sergeant’s widow without a dependent getting much less pensionwise 
than perhaps the widow of a private under certain circumstances, 
Truthfully, even right now I am a little confused on some elements 
of the bill. There is a pamphlet out by the Defense Department on 
the benefits. It was changed considerably. Before they introduced 
the bill the Defense Department sent a briefing team around to explain 
how the various benefits overlapped, and so forth. Some people were 
rather hesitant to see the $10,000 free life insurance wiped out, but 
I think they are more or less agreed that the new benefits, even though 
you have to pay a moderate amount, exceed in income to your widow 
or dependents anything that you would have gotten through an an- 
nuity from the hfe insurance. 

Captain ArrtneTon. I might add that the overall cost to the Gov- 
ernment under the survivor benefits bill is expected to be less than 
the overall cost before. Also, it eliminates the extremely high bene- 
fits for reserve personnel. 

Mr. Gary. The main purpose of the bill was to equalize the benefits 
between the servicemen ? 

Admiral Ricomonp. Yes. 

It has just been pointed out to me that before there was a difference 
between reserve and regular. The Reserve officer dependents came 
under the Employees’ Compensation Act in certain cases, and there 
were cases when a Reserve officer’s widow might get as much as $400 
or $500 a month, which, of course, was far in excess of the pensions to 
the regulars. As it is now, I think the basic benefit is $112 a month 
plus 12 percent of the base pay of the individual, so it is a sliding 
scale. As I indicated, it did go a long ways toward equalizing the 
benefits. 

INCREASES DUE TO LEGISLATIVE ENACTMENTS 


Mr. Gary. How much of the increase that you are requesting re- 
sults from legislative requirements ? 

Admiral Ricumonp. All legislative requirements or just in this 
particular field ? 

Mr. Gary. I am talking about the increases that you ask for. How 
much of that is attributable to legislative requirements of the past 
year ? 
~ Commander Scueierer. $2,364,964. 

Mr. Gary. How is that broken down? 

Commander Scuemwerer. $1,062,000 for the civilian retirement con- 
tribution, and $1,302,964 for the social-security contribution. Those 
are the total increases for those two accounts. 


Ady 
sonnel 
Com 
carrier 
Adn 


Mr. 
increa: 
where 

Adr 
that be 

As 
eated 
not gr 
true b 
reliab’ 
almos 

It | 
the ds 
have | 
previc 
very § 

with, 
Texor 
I hav 
lined 
it is ¢ 
the o 
opene 

In 
the t 
16- 01 
on it. 
Calif 
but it 

An 
a mot 
with 
total; 


0 


Ww 
st 


271 


Admiral Ricumonp. There is also the increase for additional per- 
sonnel as the result of Public Law 519. 

Commander Scuemerer. That is for the inspection of passenger 
carriers and the amount is $321,914. 

Admiral Ricnmonp. Roughly $2.6 million or a little over. 


INCREASES IN SMALL BOATING ACTIVITIES 


Mr. Gary..Will you supply for the record statistics on small boating 
increases from 1950 to 1956 in terms of numbers of craft and areas 
where this increase is most apparent ? 

Admiral Ricumonp. I would like to make a general statement on 
that before we submit that information. 

As I indicated last year before the committee, and I think I indi- 
cated earlier in this hearing, small boating in the United States has 
not grown but mushroomed the last 2 or 3 years. That is particularly 
true because outboard motors have, as you know, become much more 
reliable and much more powerful, and the problem is, in our opinion, 
almost out of hand. 

It has furthermore been complicated a great deal as the result of 
the damming up of a number of inland waterways and lakes. We 
have been confronted with a growing problem in areas where people 
previously never saw any boats other than rowboats. I could cite a 
very good example, which I am sure Congressman Steed is familiar 
with, and that is the damming up of what is now known as Lake 
Texoma, where they inundated whole villages. That is the only place 
Ihave ever seen where you and go and see twelve 47-foot Cris-crafts 
lined up. I do not know if that was Oklahoma or Texas money, since 
itis on the borderline, but the only difference between the boats was 
the owner’s flag. That is only one of those areas that is now being 
opened to boat operation. 

In addition to that, another problem has entered the field. With 
the trailer situation being what it is—you can now buy yourself a 
16- or 20-foot cruiser, put a couple 40-horsepower outboard motors 
m it, hook it on the back of a trailer, and you can go from here to 
California. Here (producing a photograph) is not a cabin cruiser 
but it is a good-sized boat. 

And of course I think a crowning blow occurred just recently, at 
amotorboat show, when an outfit out in Bellingham, Wash., came out 
with what they call a family runabout, a 20-footer with twin engines 
totaling 430 horsepower and with speeds tested between 70 and 80 
niles per hour. 

That picture is one of the boats we are using for mobile teams, but 
the same thing is being used by private parties. 

Mr. Gary. For what purpose do you use them? 

Admiral Ricumonp. To check on these navigable waters and try 
fo bring some measure of safety to these particular spots where we 
have no established Coast Guard unit. 

I would like to show the committee this chart showing some of the 
areas that have been opened. I have already mentioned Lake Texoma. 
Right here below Richmond there is another sizable lake. I would 
not be surprised to find one near Mr. Canfield’s area, not to mention 
the coast area. 
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Mr. Gary. I dare say on the lakes near Richmond you would not 
find those Chris-crafts because we do not have that kind of money, 


























Admiral Ricumonp. You find a lot of small boats. Mr. | 

If I might quote this from the justifications: Middle 

A district commander who recently provided an experimental mobile team Adm: 
for 2 months comments: rould : 

1. * * * the thousands of boat owners operating on the inland lakes were |ihe fut 
completely unfamiliar with the Motorboat Act, the Numbering Act, and the |of tank 
pilot rules * * *. In every instance, the local populace has been extremely ime to 
enthusiastic about this assistance to the boating public. ae t 
There was a time when a man who got into the boating business ob. |ndenc 
viously needed a very sizable investment. Furthermore, he was };meml 
limited to the seashores pretty much, or to the Great Lakes. There |jy, an 
were two safety factors that worked in our favor. First, I think any- [ims o 
body who lives on a sizable body of water has an awareness—he maybe | Mr. ¢ 
ignorant to some extent of all the dangers but at least he has an put it 1 
awareness—of the potential danger of. committing himself unre | Adm 
strictedly to the ocean. Second, because of the size of his investment, |psted t: 
there was a natural economic control. 40,000-1 

However, it is entirely possible today for a boy or a man who has 110,000 
never seen a sizable body of water—m: aybe he has been brought up | (Dis 
on a farm in Kansas and been used to running automobiles and trae. | Adm 
tors, and a new lake is created near him—to decide to go into boating, |igken « 
He write to Sears Roebuck and gets himself one of these package kits, recent: 
builds a boat, buys a 40- horsepow er motor, and goes out on the water, | We \ 
Although 90 percent of the time the water may be calm, any body of |; lot o 
water of any size can become a very dangerous opponent in a sudden |fiddle 
storm. Furthermore, I regret to say that usually, to the man with | (The 
no knowledge of safety rules who gets a 40-horsepower motor, there 
are only two speeds, a full stop and full speed ahead. You would }eent 7 
be surprised at the number of cases we hear of unrestricted boating 
through swimming areas and of impromptu and uncontrolled high- |7 
speed rac ing through crowded watercourses. 

Another thing that has added to the problem is the growing sport |—— 
of water skiing. You have hit 20 or 25 miles, at least, to water ski, |iae 1980 
The water-ski people advocate always having two people in the boat = 
besides the people on the — but not everybody knows or heeds [}ptember 
the warning, and that is adding to the overall problem. \orember 

It is just a tremendous business that has mushroomed—lI use that aes i 
word again because it has not grown, it has mushroomed overnight. |— 
The outboard-motor business today is bigger dollarwise than the 
inboard and cabin-cruiser business which, ‘when you know the price 
for a cabin cruiser, is difficult to understand; but we are back to the Mr 
theory of selling more at a lower figure rather than a little at a higher Jo. ,q, 
figure. | Adn 

(The information requested follows :) th o 

Growth of small pleasure craft in the United States ast S} 

Craft xpres 

IE ciatsin cated Mecthinvapncuepnaoeadinas eimmaaibaeiaes annette non eecenentennad=, Lyte | 

a ee la Ss Ce tinge ett eS 

Wome Ud. dO SS CE Le jd AULOL Liss. JEOLEC 3, 631, 629 We 
Weis 30 nao bledaxe eabbssisatoitnsebtis Lassibad Daaaiacge 4; 000,00 . 

1956____- PELE AEE LIOR EONS ICE IEEE TN nnnenenneee 4,517,418 | echit 

NoOTE.—Since 1947, the numbers of pleasure craft have increased primarily in the follow- ind Ww 
ing States: New York, Michigan, Illinois, California, Ohio, Texas, Florida, Minnesota, and House 


Wisconsin. 




































INCREASE IN UNITED STATES SHIPPING 





Mr. Gary. How much has shipping increased as a result of the 
fiddle East crisis? 
Admiral Ricumonp. I cannot give you a specific figure on that. I 

















™ jyould say at the present time, up to now, not as much as will be in 
~ jie future. The reason I say that is this: There has been a rerouting 
we Ioftankers and that sort of thing, but I do not believe there has been 
y jime to take ships out of mothballs and put them in service. I do 
now this: There is a tremendous increase in shipbuilding. The 
b- Jndency is to build more tankers and larger tankers. I attended, as 
as |ymember, a meeting of the American Bureau of Shipping last Tues- 
m% |day, and frankly they regard this year and 1958 as banner years in 
y- lierms of construction and reconstruction. 
* | Mr. Gary. Can you get us statistics on the additional tonnage and 
M }put it in the record, please? 
e | Admiral Ricumonp. Yes. I think the committee will also be inter- 
it, |eted to know that whereas 10 years ago if you talked in terms of 
0,000-ton tankers everybody raised an eyebrow, now we hear about 
as _}100,000-ton tankers without a qualm. Off the record. 
ip | (Discussion off the record.) 
e- | Admiral Rrcumonp. I understand about 15 tankers were recently 
g. jaken out of mothballs, and, as you probably know, John L. Lewis 
ts, [recently went. into business with coal ships. ‘ 
er. | We will put statistics in, but the point I was trying to make is that 
of |,lot of building, we think, is coming, but I do not think since the 
et |Middle Eastern situation there has been much yet. 
th | (The statistics requested are as follows:) 
Te 
ld [Recent monthly growth of United States shipping (total operating vessels under 
United States flag) 
ng 
h- Tyo eT 
Ships Gross tons | Deadweight 
tons 
 i— | | 
ki, June 1956 1,121 9, 550,000 | 14, 089, 000 
‘ july 1, 120 9, 569, 000 14, 064, 000 
rat Fapast 1, 119 9, 581, 000 14, 067, 000 
lg | ¥ptember : 1,113 9, 553, 000 14, 018, 000 
~ ‘| ottober 1,119 9, 658, 000 14, 182, 000 
Novem ber 1, 133 9, 773, 000 | 14, 342, 000 
. December (estimated) 1, 156 9, 948, 000 14, 592, 000 
rat lmuary 1957 (estimated 1, 203 10, 297, 000 15, 092, 000 
ht. j— = Laide ihe te ea 
he 
a QUARTERS FOR COMMANDANT 
-° Mr. Gary. What is the present status of the quarters for the Com- 
Wet |mandant ? 
Admiral RichmMonp. The present status is that we open bids on the 
th of February. I might just say that following our meeting here 
} . . . . " is 
ast spring in respect to the basic plans, for which the committee 
ft |&pressed general approval, we felt that although we had developed 
500 Jthose plans, we ought at that point to bring in an architect not to 
1% Irdesion but to be sure we had not made any mistake. 
629 , ; 
oo | We appealed to Mr. Douglas Orr, whom you may recall was the 
478 jwehitect that had chosen the design of the chapel at the Academy 
ow. ind was one of the five on the White House group when the White 
an 


House was rebuilt—I think he is from Connecticut— and he recom- 
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mended a gentleman in Washington, Mr. Faulkner. So we obtained | we wer 
Mr. Faulkner’s services on a consultant basis and he has been working ated t 
with us. 4 valid 
We made some modifications, but the basic plans stand the same, | jlthou; 
We are very frankly caught in a situation of rising costs, as I told | gecuset 
Mr. James ‘yester day, and based on what they tell us the per cubie | docum 
foot average cost of housing is now, it looked like the final plans would | As 0 
run more than we had anticipated. We then had to review the plang | were p 
with two alternates in mind. One was the house modified without q | ment “ 
basement, which of course would do away with the garage. Thep |irying 
there was a further modification which, my recollection 3 is, was doing that va 
away with the two wings of the house. in cases 
But we are hoping that we will get a better price than the oe Abo’ 
ing figures indicate. The bids will be opened on the 14th. I haye | othe 
no more information than that, sir. It di 
Mr. Gary. The bids will be opened on the 14th of February? has an 
Admiral Ricumonp. Yes, sir. wo to s 

he has 

LICENSING AND CERTIFICATION OF MERCHANT MARINE PERSONNEL this re 
So, 1 

Mr. Canrievp. Admiral, we have just been talking about your | dent w 
marine inspection. We understand that your marine imspection off- | Mr. 
cers perform merchant vessel inspection and all lie ensing and certifiea- | the Go 
tion of merchant marine officers and crews; they review plans for | Adn 
construction of merchant vessels; investigate marine casualties and |jp the 
all disciplinary cases. was CO 
What is the situation now with reference to the recent court decisions |) whe 


bearing on these activities? todos 


Admiral Ricumonp. Well, sir, the case of Lester v. Parker, as you | Mr. 
know, was decided adversely to the Government. Under the Magnv- (Di: 
son Act, we had evolved a system of examining into the records of 
people going to sea, and under Executive Order 10173, unless the 
Commandant was satisfied that the individual was not a secur ity risk, 
we could refuse to validate the individual’s merchant marine docu- | Mr. 
ments. Without a validation he could not get employment. on a }tanker 
United States vessel on the high seas—and it was later extended by Jitem 
voluntary act to the rivers—on vessels of more than 100 gross tons. To |Suard 
all intents and purposes, that would remove such believed-to-be Adn 
security risks from the merchant vessels. lem. 

Obviously, that decision by the Commandant had to be based on | Not 
information from security agencies, such information not always being |e do 
available to present to the person you were denying a validation to, }¥eha 
We attempted to safeguard their rights by setting up appeal boards. | Par 
If a man were denied validation he had a right to appeal to a local | that t 
appeal board, The appeal board was made up of a member of the plans. 
union, a member of industry, and a Coast Guard representative, one | hav 
of our civilian examiners, who were able to see most or somie of the | The 
information available, but were not allowed to disclose it to the } plans 
individual. . If that board overruled his request, he had a right to | Iti 
appeal to the national appeal board here in Washington, which was | £0 ah 
made up more or less in the same manner. mnilde 

Some of the boys who were denied validation, some before and some | Un 
after appeal, took the question to the courts of California and carried | time, 
it through the circuit court, and won a decision which in essence sid work. 
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ye were not providing these people with due process of law. It indi- 
ated that we must validate their documents or that we could not deny 
, validation until we had given them a fair hearing, and possibly, 
jithough this was not clear in the case, a confrontation of their 
geeusers. They said if we were not satisfied we could write across the 
document “Validated pursuant to court order.” 

As of November we have been issuing documents to those people who 
were previously denied who now apply, and writing across the docu- 
ment “Issued pursuant to court order.” At the same time we are 
rying to see if we can evolve a method of eventually denying even 
that validation by a hearing that will stand up in court, in other words, 
incases where we can bring witnesses. 

About 1,800 validations have been denied out of 450,000 applications. 
So the number in the overall picture is not too large. 

It does put the Commandant in a paradoxical situation, in that he 
has an order from the President that he shall not permit a seaman to 
so to sea unless he is satisfied the seaman is not a security risk; and 
je has a court order which says he must let him go to sea, subject to 
this restricted validation. 

So, in effect I am following the court order and advising the Presi- 
dent what I am doing. 

Mr. Canrtevp. Is there any further action pending on the part of 
the Government respecting this court decision ? 

Admiral Ricumonp. The matter is being studied, sir. It has been 
in the hands of the Department of Justice from the outset. There 
yas considerable discussion after the adverse circuit court decision as 


to whether to carry it to the Supreme Court, and it was decided not 
to do so. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 


REVIEW OF PLANS FOR CONSTRUCTION OF VESSELS 


Mr. CanFreLD. We have been discussing the construction of new 
tunkers, the type of which was not dreamed about in yesteryear. They 
ire much larger and capable of carrying larger loads. Does the Coast 
(mard review the plans for construction of such vessels ? 

Admiral Ricuonp. Yes, sir, we do. That is an increasing prob- 
lm. LIadverted to it in my opening statement. 

Not ait do we go over those plans, that is, plans of large ships, but 
we lo the same with smaller vessels, and now with this i inspection law 
we ave a larger number of them. 

Part of the complaint in attempting to draft regulations is the fact 
that the Coast Guard, I regret to say, is rather “slow in approving 
os s. That is to say, if you, as an operator or as an owner, wanted 

ohave a boat built vou go to the boatbuilder. 

The boatbuilier says he cannot build the boat according to your 
plans until he gets approval of the Coast Guard. 

It is a business matter. You want the boat built and he wants to 
go ahead, and a delay of 3 to 6 months is unacceptable to the boat- 
milder and to the operator. 

Unfortunately, it is not only a question of money to us at the present 


time, but it is also a question of getting the qualified people to do the 
wor rk b 
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We are having a difficult time getting naval architects qualified to 
do this type of work. They are just not available. As soon as we ge 
‘them, I regret. to say, they are apt to be pirated by other agencig 
and industry. 

Mr. Canrirecp. Admiral, as one who served on a T-2 tanker in the 
North Atlantic run during the congressional recess in the summer of 
1944, as a utility man, I almost shudder to think of the responsibilities 
of the utility man on this new type of tanker being constructed, be. 
cause my job at that time was to swab the decks, clean the privieg 
make the bunks, and do any number of other things. As I recall, the 
T-2 tanker on which I served, they carried about 150,000 barrels of 
high octane, whereas it is indicated in the press now the new type of 
tanker being built will carry possibly over 1 million barrels. 

Admiral Ricumonp. That is right. 


PORT SECURITY PROGRAM 


Mr. CanFieLtp. Will you discuss briefly for this record today the en- 
largement of and the increasing importance of your port security 
program, which I believe was inaugurated in 1951? It is my under. 
standing that the number of vessels during this year will be augmented, 

Admiral Ricumonp. Sir, I would like to give a general statement, 
and then it might be desirable to go off the record, because, as you 
know, a large part of this program is classified. 

I might say that the increases in the port security program, for 
which forces presently available are much less than originally pro- 
vided when the program was established back in 1951, are brought 
about largely because there has been an increase in the number of sus- 
pect vessels subject to certain inspections and surveillance. Indiea- 
tions are that we will get increased numbers of those in the coming 
year. That essentially explains the request for the increase. ; 

Off the record. 

(Discussion held off the record.) 


IMPORTANCE OF RESERVE PROGRAM 


Mr. Canrievp. Because of the matter you have just discussed, be- 
cause of the fact that daily now there is being hammered into our 
ears the increasing importance of our military Reserve component 
and their contribution to our national security, will you discuss just 
briefly, in accordance with that Reserve program, what the situation 
will be in fiscal 1958 ? 

Admiral Ricumonp. Well, sir, I think I could summarize it this 
way : As you know, the Coast Guard automatically goes into the Navy 
in the event of war or in a national emergency. The Navy obviously 
has war plans, and our war plans are geared to Navy’s. 

The Navy has assigned us certain duties. From’ those duties flow 
our mobilization requirements. Without mentioning those mobiliza- 
tion requirements, there is no way that the Coast Guard can be ina 
position to meet those requirements without the Reserve. 

All of the indications from Selective Service are that it will be 
at least 2 to 3 months after an emergency is created before the Coast 
Guard can start drawing, under wartime or emergency conditions, 
from Selective Service. 
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Now, then, if you accept that figure and consider that a minimum 
of 2 or 3 months is required to tram a man so that he is of any value 
fo you, it appears that 5 to 6 months would be the earliest that we 
ould augment our forces, in the event of an all-out emergency, unless 
ye have a trained Reserve. 

Therefore we have set our requirement at that figure which, by war 
plans, is our mobilization requirement of M plus 6 months. 

I think in the position of the Coast. Guard there is another factor 
that definitely ought to be considered. Particularly because of port 
geurity the Coast Guard will have to get people aboard almost 
within 24 hours or 48 hours if we are going ‘to discharge that function. 
In other words, it will do no good to ) guard the ports 6 months after 
M-day if in the meantime they have been open to subversion. We 
have almost an immediate need that requires a very strong posture 
m the part of the Coast Guard in building up its Heserns so that we 
are ready to throw people in to guard the port are 

Mr. Canrievp. Certainly insofar as our Le Fh ‘ports, like New 
York? 

Admiral Ricumonp. That is right. 

Mr. Canrretp. The importance of this program increases each 
year’ 

Admiral Ricumonp. Off the record. 

(Discussion held off the record.) 
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Mr. Canrievp. Just a word about the Academy at New London. I 
wte you are keeping up your complement about even with that of 
the preceding year. Are there any special problems which you can 
discuss briefly ? 

Admiral Ricumonp. I don’t tihnk so, sir. This year we took in 
the largest class that we have yet taken in. As I indicated to the 
wmmittee last year, we now offer more appointments than we expect 
to have accepted, and this year we got more acceptances than we 
iticipated. For some reason, which T am not entirely able to ration- 
ilize, at least based on the reports from the Academy, it is a superior 
tlass. 

I don’t know whether the boys taking the examinations are more 
terested or what it is. 

I can also say that for this year we are 500 higher in our requests 
than we were at this time last year. Last year we finally an up 
vith about 1,600 requests. This year we already have about 2,175. 
0f course, the books are closed now, jae the examination will be on 
February 28. 

QUARTERS FOR COMMANDANT 





Mr. Canrrevp. It is my understanding that the Coast Guard is the 
nly branch of our military services “not having a home for its 
kadership, the Coast Guard Commandant. 

I as one member of this committee hope that you will go ahead 
rith your program, which now has been discussed for a period of 
tonths, and in seeking to revise your plans because of rising costs 
jou will not want to eliminate the basement of the structure. 

I don’t think the American people would approve of that pro- 
dure, and I am quite sure that the American people generally would 
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want this program to go forward. Certainly the building of this 
home as a capital improvement poses no threat to our economy. 

Off the record. 

(Discussion held off the record.) 

Mr. Sreminsxi. Mr. Chairman and Admiral Richmond, I seem to 
have gathered from the testimony of the Secretary of the Treasury 
before this committee that he was addressing himself, actually put‘us 
on notice that he would address himself, to the administration of 
Government functions in line with accounting practices. To use an 
analogy in private industry that means this: If: the airlines are maki 
money by carrying people across the waters, the Secretary of the 
Treasury was going to insist that the airlines would do as much ag 
possible at their own expense to police their own business, which 
w ould include spending some of their own money on helping Uncle 
Sam in the search and rescue work. 

Taking that as a red light flash I would like to ask a few basic 
questions, lest we forget. 


PLACEMENT OF COAST GUARD IN THE TREASURY DEPARTMENT 


One, what puts the Coast Guard in the Treasury Department? 

Admiral Ricumonp. As you know, Mr. Sieminski, the Coast Guard 
was originally established in the Treasury Department as the the old 
revenue marine, in the first act of Congress, for protection of the 
revenue. That was “gare by Alexander Hamilton, who also estab- 
lished Paterson, N. J 

Over the years, of course, the duties of the Coast Guard have been 
broadened, as we know, both by bringing in other services and adding 
to the duties of the Coast Guard. 

Insofar as its position in the Treasury Department is concerned, my 
own feeling is that it is as logically placed in the Treasury Department 
as any Government depar tment I'can think of. 

As you know, there have been times it has been suggested we 
ought to be in Commerce. Also because of our military status people 
have said we should be in Defense. 

I will not take the time here but I could give you persuasive reasons 
against a change. It could be said that since we do law enforcement 
we ought to be in the Justice Department. You can find duties in 
the Coast Guard that might very well indicate we should properly 
be in most any Department of the Government. 

Mr. Stemrnsxr. A general question for information. Was there 
Secretary of Commerce at the start of this Republic? 

Admiral Ricumonp. No, sir. Commerce is a later development. 
[ think it was in the early 1900’s, about 1903. 

Mr. Steminski. So that today any overt attempt to transfer, because 
of accounting reasons, your expenses to the Department of Commerce 
and thereby “throw you under their control would be a violation of 
historic and traditional policy as we see it in Gover nment today ? 

Admiral Ricumonp. I would state it this w ay, sir; I think there is 
nothing to be gained by transfer unless you can show more efficient 
operation in some other agency, or unless you can avoid duplication. 

Obviously if some other department had an agency comparable to 

the Coast Guard and we were duplicating their duties, then I think 
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the two should be brought together under one head or the other and 
ihe duplication avoided. 

Similarly, if you could prove beyond a reasonable doubt that the 
Coast Guard could be more eftic iently and economically operated 
mder any other agency, then I think you would have an argument 
for a transfer. 

Short of that I see no reason for the transfer of the Coast Guard to 
wy other particular agency or department at the present time, and 
[don’t think anyone could question the economical or efficient opera- 
fon of the Treasur y Department, sir. 

Mr. Steminskr. Thus, if this committee goes full steam ahead back- 
ing you up and anyone in the future starts this transfer rumor, we 
vould be within our rights. and cert: ainly it would be in order, to 
make your argument. You don't have to worry any more as far as 
those rumors are conc ‘erned. You have stated your case. The Coast 
Guard has been in the Government since the Coast Guard started, and 
my attempt to transfer you from the Treasury into some other Cabinet 
position would have to spell out, as you said, more economies and 
diciencies than are now spelled out. 

So any fears about the implications in the Secretary of the Treas- 
iry’s remarks might at the moment be a bit groundless. Is that right ¢ 


Thank you. 
INCREASE IN SMALL-BOAT ACTIVITIES 


Mr. Streep. | want to add some emphasis to your remarks regard 
ng the mushrooming growth of your work inland. I think it is in 
point to call attention to the fact that, in the case of Lake Texoma, 
the Army engineers advised us they registered some 7 million visitors 
tothat body of water last vear. 

We know we have several more bodies of inland water presently 
mder construction. I think even in this budget recommendation 
there are contained four new projects, which in the matter of the next 
few years will continue to increase the growth in that direction. 

Also while I was on the Committee on Public Works we gave atten- 
tion to a great deal of river and harbor development where it was 
brought to my attention the fact we are opening up all around our 
toast additional navigational facilities which likewise add to the 
total facilities and area you are called upon to service and police. 

I think you cannot give too much emphasis to that. Having had 
this background on the Public W orks Committee, I would say you are 
probably going to get a greater increase in calls for your services in 
the next 10 years than you ever have had in the history of the country. 

That is all, Mr. Chairman. 


































280 





OPERATING EXPENSES 


Program and financing 


| 
1956 actual | 1957 estimate 

















| 1058 estima 

—— - | comme 

Dom peeayern by activities: | | 

I ons eesinnv en en $46, 873, 404 | $48, 702, 632 $49, 530, 175 
2 Aviation operations__..............--.-. | 17, 227, 264 18, 371, 864 19, 471, 137 
3 Shore stations and aids operations - __- 37, 509, 183 38, 527,825 | 40, 318. 43 
4 Repair and supply facilities_________- 13, 507,489 | 13, 327, 125 13, 668, 2% 
5 Training and recruiting facilities____- sn sateees 7, 410, 213 | 7, 347, 662 7, 342, 29 
6 Administration and operational control -- . 21, 237, 566 21, 112, 602 | 21; 505, 94 
7 Other military personnel expense --___- btu 14, 578,666 | 15, 880, 627 | 18, 553, 43 
8 Supporting programs--_------- eae as 7, 969, 516 | 6, 064, 003 | 6, 099, 605 


Total direct program costs_._.............---- 166, 313, 301 169, 334, 340 176, 484, 34) 
9 Relation of costs to obligations: Costs financed from 


obligations of other years, net (—) - --- | —5, 437,201 | —4, 484, 340 | 4,484, 





Total direct program obligations d fatebas 160, 876, 100 164, 850, 000 | 172, 000,00 


=e ES = — =| ———== 


Reimbursable program by activities: 








10 Operation of ocean stations: (Department of the Navy).| 16, 240,000 | 16, 302, 000 | 16, 360, 00 
11 Miscellaneous services to other accounts - - see 2, 162, 015 | 7, 919, 634 | 7, 395, 554 
Total reimbursable program costs.-...-......---.--- | 18, 402, 015 | 24, “221, 634 | 23, 755, 554 
12 Relation of costs to obligations: Obligations incurred | 
for costs of other years, net._..___-- : herent 79, 972 





Total reimbursable program (obligations) -- | os 481, 987 24, 221, 634 23, 755, 54 








Total program obligations _. 179, 358, 087 "189, 071, 634 195, 755, 554 






Financing: 


Advances and reimbursements from— | 
UNS SOU eo OE ce whale ieee .--------| —18, 268, 589 | —24, 007,634 | —23, 541, 554 
Non-Federal sources (40 U 481 (e)) | —213, 398 —214, 000 —214, 00 
Unobligated balance no longer alias 262, 900 ana 
Appropriation (adjusted) - _- 2 staccennetcenh, | a ee 164, 850, 000 172, 000, 000 


Obligations by objects 


1956 actual | 1957 estimate} 1958 estimate 


: s ; COAST GUARD 
Direct obligations: 










Military: 
Average number an 25, 586 26, 209 26, 567 
Number of military per sonnel at end of year - 24, 941 26, 206 | 26, 5B 
Civilian: 
Total number of permanent positions. _.________- 3, 280 | 3, 274 3,8 
Full-time equivalent of all other positions____- : 87 90 | # 
Average number of all employees___ : 3,177 3, 164 3,18 
Number of employees at end of year- 3, 531 3, 519 3, 58 
Average salaries and grades: 
General schedule grades: 
Average salary ____- aaa “3 ee $4, 514 $4, 586 $4, 63 
Average grade GS-5.5 G8-5.5 GS-55 
Grades established by head of agency: | 
Average salary $3, 388 $3, 456 $3, 49 
Average range (lighthouse keepers) a |$2, 927-$3, 413 |$3, 008-$3, 493 | $3, 008-$3, 48 
Ungraded positions: Average salary $4, 231 $4, 238 $4, 28 
01 Personal services 
Permanent positions: 
Military --- wieminaiees a $87, 300, 451 $90, 006, 126 $92, 191, 14 
Civilian ee 13, 546, 368 13, 648, 880 13, 806, 985 
Positions other than per manent 421, 074 433, 350 433, 350 
tegular pay above 52-week base _- 33, 356 34, 68 
Payment above basic rates__-. 236, 206 222, 832 224, 205 












Total personal services.-__-_-_._- ere ra 101, 537. 455 104, 311, 188. | 106, 690, 282 

OR NE ig dace de cictiiesowmate cpa eees ced : 3, 917, 006 3, 944, 922 | 4, 292, 096 
03 Transportation of things Bc ete Seer ae 2, 490, 720 2, 937, 746 2, 987, 7% 
04 Communication services........................--.--- 944, 079 1, 060, 000 1, 060, 00 
05 Rents and utility services.............................| 1, 866, 446 1, 259, 000 1, 264, 000 
06 Printing and reproduction _--_- pein ehen 388, 239 429, 300 429, 300 
7 Other contractual services : <1 Be 10, 543, 924 11, 969, 97 
Services performed by other agencies eee 3, 062, 476 4, 518, 850 4, 518, 880 
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Obligations by objects—Continued 




































































=== nee ——_—— 
1956 actual | 1957 estimate | 1958 estimate 
I icienecomemee sential = a 
BOAST GUfipp—Continued 
Direct obligations—Continued 
06 Supplies and materials.._..................-..-.----- $20, 921,732 | $22,813, 810 $24, 110, 077 
OE COT ee et EEE 8, 638, 003 10, 645, 169 10, 674, 169 
I sol keen aeell 1, 254, 641 250, 000 250, 000 
11 Grants, subsidies, and contributions: Contribution to 
RINE, D000 Sees ot wnnanseennniads Peconaeanaknehitiasnmmnmenias 1, 062, 000 
12 Pensions, annuities, and insurance claims---.-_--------- 1, 230, 897 1, 428, 038 1, 416, 986 
13 Refunds, awards, and indemnities-.--_------- ohana 65, 568 38, 189 38, 189 
15 Taxes and assessments...._....__._.______- : 13, 148 697, 310 1, 313, 274 
Subtotal ace ‘ciatledaamaekeellinisan 158, 876,662 | 164, 877, 446 172, 027, 446 
Deduct charges for quarters and subsistence - - - -- i 21, 206 27, 446 27, 446 
| -4 
Total, Coast Guard 158, 855,456 | 164, 850, 000 172, 000, 000 
ALLOCATION TO DEPARTMENT OF THE NAVY Ge | 9 ae 
Total number of permanent positions: Military--------- <i SEE Tovcscainsin.sinwdsbehahdliegeda Rashmi 
Average number of all employees--._.____-..---- aida iiend. chwcadwempe epee hbase Sncabnneaied’ 
Number of military personnel at end of year _-_- sean 348 |__-- ‘ 
— — = = = — — {== —_— 
01 Personal services: Military SE cinntinnsa<ctatieladsnsatenainneel 
02 Travel_. a4 ie 1-.<.-.. See eS 
iin, Ol SA i nsahiien teeth pecn SR esate S cicinvaethl Discnigs RMeeki tet 
07 Other contractual services 95, 799 | _- aco eate Sh Soe tad 
08 Supplies and materials..____......- QB: Beas ctcccsscscs Ds cs ebatees wwiteb 
Sts MMEDOOIEES. gn ogkc ao dceneneen ; Tie thinkcan 
12 Pensions, annuities, and insurance claims. -.--_.------ 2,900 |....-- 
Total, Department of the Navy-.-.._- : eee 1, 605, 087 | _- ‘ 
ALLOCATION TO CORPS OF ENGINEERS, DEPARTMENT OF THE 
ARMY | 
} | 
07 Other contractual services = Sites | GOR Gee tect coi eld. be le tin 
Total direct obligations................-.---------.- | 160, 876, 100 | 164, 850,000 | 172, 000, 000 
COAST GUARD 
} | 
Reimbursable obligations: | 
Average number of all employees and employees at end | 
of year: Coast Guard: Military_____- a 2, 766 | 3, 099 | 3, 063 
Full-time equivalent of temporary positions 6 | 15 | 14 
Total average number of all employees and employees 
at end of year 2, 772 | 3, 113 3, 077 
fl Personal services: on ‘ | 
Coast Guard: Military ‘niente eB -------|: $8,830,471 $9, 877, 815 $9, 782, 689 
Positions other than permanent | 18, 651 | 45, 009 45, 004 
i a 
Total personal services 8, 858, 122 9, 922, 824 9, 827, 783 
@ Travel.. ene 312, 366 512, 193 512, 350 
® Transportation of things 234, 079 | 251, 397 259, 465 
# Communication services 20,791 | 21, 250 23, 750 
Rents and utility services 19, 095 21, 850 21, 850 
6§ Printing and reproduction 7,217 7, 000 7, 
0 Other contractual services 1, 941, 920 3, 985, 150 2, 771, 844 
&® Supplies and materials 4, 979, 822 6, 267, 348 6, 115, 660 
® Equipment___.__- ; 1, 948, 580 3, 009, 022 3, 930, 617 
li Grants, subsidies, and contributions; Contribution to 
B retirement fund__- : 2 ele 3, 635 
2” Pensions, annuities, and insurance claims 159, 995 161, 600 161, 600 
i Taxes and assessments... ; 62, 000 120, 000 
Total reimbursable obligations 18, 481, 987 24, 221, 634 23, 755, 554 
Total obligations ..| 179,388,087 | 189,071,634 | 195, 755, 554 
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Budget onthoniaotiona, aanenttivnce and balances 


1956 actual | 1957 estimate 1958 estimate 
| 





BUDGET AUTHORIZATIONS AVAILABLE 
| $160, 750; 000 $164, 880, 000 
Apprepriation_ oa 389, 000 
Transferred from “‘ Retired pay, Coast Guard” (70 Stat. 183). ——_—_——_— — 
161, 139, 000 164, 850, 000 172, 000, 00 
Adjusted appropriation ___- etmeenn eeu aes aa 21, 362, 317 22, 071, 853 22, 071, 883 
Obligated balance brought forward. ____.- : 3 : - . et 3,000,000 |_.__- 

Restored from certified claims account --. 


$172, 000, 009 





182, 501, 317 189, 921, 853 194, 071, 853 
Total budget authorizations available_. oa ——= - = 











EXPENDITURES AND BALANCES | 
Expenditures: | 


Out of current authorizations. be 28 158, 600, 957 { 142, 778, 147 149, 928, 147 
Out of prior authorizations_._- ne EE se : \\ 25,071, 853 22, 071, 853 





ame waeeneeeee----------| 158, 600,957 | 167,850,000 | 172, 000,00 








Total expenditures 
Balances no longer available: 








Unobligated nee for obligation) ................- ” 262, 900 j....-- 
Other... bt cotccapettinndwtdddeewte B Ge Gee Woden See 
Obligated balance carried forward___- ites Ft oe 22, 071, 853 22, 071, 853 22, 071, 883 









Total expenditures and balances.......... atanos ee eekuel 182, 501, 317 189, 921, 853 194, 071, 3 


Mr. Gary. We will now take up the estimates for operating expenses, 
In your appropriation for operating expenses for 1957, Admiral, you 
show $164,850,000. The estimate for 1958 is $172 million, which is an 
increase of $7,150,000. 

We will insert pages 304 through the table on page 313 of the 
justification at this point in the record. 
(The information referred to is as follows :) 


OPERATING EXPENSES, COAST GUARD 


Analysis of appropriation base for fiscal year 1958 


Rarwiay aeereriatios. I00t Geb 3 a ce eee $164, 850, 000 
Supplemental appropriation for 1957 





Total appropriation, 1957__-._----~-- ae ee ere 


Cost reductions: 


Activity No. 1, eenel ouebarions. oo $5, 000 
Activity No. 3, Shore stations and aids operations__ 56, OOO 
Activity No. 5, Training and recruiting facilities___ 10, 000 


Activity No. 8, Supporting programs-_---_--~~---~~- 42, 000 






Total reductions___.__-_-__- aon ers 2 = 113, 200 





Cost additions: 


Activity No. 1, Vessel operations_-_-_-_ 151, 456 
Activity No. 3, Shore stations and aids operations. 160, 102 
Activity No. 4, Repair and supply facilities____- 341, 168 
Activity No. 5, Training and recruiting facilities_- 4.577 
Activity No. 6, Administration and eeereenienta 

I isis beckett arisen abana tides cadena ai te 393, 342 
Activity No. 7, Other military personnel expenses__ 1, 302, 964 
Activity No. 8, Supporting programs_---_--_- at 46, 602 










i A ina aa ste llcicci iliac ee a 
Adjustment in base_- See Bee icin dee! ee ee 
Appropriation base for 1958 : _... 167,187, 
Increase over appropriation base for 1958__--___ te gle ey r 4, 862, 989 











Appropriation estimate for 1958__. _.._...__-_-______--- 172, 000, 000 








Increase or decrease from total appropriation, 1957__- - 7, 150, 000 
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Comparison of appropriation base with appropriation estimate for 1958 


| 




















Appropriation base Appropriation esti- Increase (-++) or 
for 1958 | for 1958 decrease (—) 
Activity Bee Oe i ei ie es iid hee Bi eet Eel ey 
| 
Average | Amount Average | Amount Average | Amount 
| positions positions | positions 
> ESS TRE Le. baits fi 25s ee EN Tt |. | 
Br 
1. Vessel operations - = ee é $48, 849, 088 _.|$49, 530, 176 octahtel $681, 088 
) Aviation operations 18, 371, 864 | | 19, 471, 137 | 1, 099, 273 
3, Shore stations and sids ope pana ....-.| 38, 631, 927 | : 40, 313, 463 | i 1, 681, 536 
4, Repair and supply facilities_. -- | 13, 668, 293 | -| 13, 668, 293 , aaah iat 
: Training and recrtiting-facifities__| 7, 342, 239 7, 342, 239. | an Eeacteirineiiiiasaak 
« Administration and operational | | 
control___. | 21, 505, 944 j .| 21, 505, 944 | Jt C8 is 
7. Other military personnel expense 17, 183, 591 | 18, , 483 | e -| 1, 369, 892 
§, Supporting programs 6, 068, 405 | 6,¢ 190, 605 | .| 31, 200 
Total costs | 29, 367.3 |171, 621,351 | 29,745. 3 |176, 484, 340 | 378 | 4,862, 989 
Relations of costs to obligations } — 4, 484, 340 — 4, 484, 340 | i 
Total 167, 137,011 172, 000, 000 4, 862, 989 
Adjustment in base (net +6.0 | 2,287,011 —6 | +2, 287, 011 
Total appropriation 1957, and 
appropriation estimate ior 
1958 29, 373.3 (164,850,000 | 29, 745.3 - 172, 000, 000 ‘72 7, 150, 000 


GENERAL STATEMENT 


The duties of the Coast Guard embrace, in general terms, maritime law 
enforcement; limited security of certain important ports and waterfront facili 
ties; saving life and property; providing navigational atds for maritime com 
merce; promoting the safety of the American merchant marine: and military 
readiness to serve as a part of the Navy in time of war or national emergency 
These diverse duties are reflected in the budget program which is presented under 
eight activities as follows: (1) Vessel operations, (2) aviation operations, 
(3) shore stations and aids operations, (4) repair and supply facilities, (5) train- 
ing and recruiting facilities, (6) general administration and operational control, 
(7) other military personnel expense, and (8) supporting programs. 

Increases ure requested for the modfication of aircraft to correct operational 
deficiencies ; for additional maintenance funds ashore and afloat to reduce the 
backlog of deferred maintenance; for the implementation of Public Law 519 
which increases surveillance forces to screen vessels coming from Soviet-con- 
trolled areas; for establishment of mobile-boarding teams to enforce safety laws 
and regulations due to the greatly increased motorboating activities on inland 
waterways. In addition funds are needed to meet increased military personnel 
separation costs due to increased termination of enlistments; and for the pro- 
urement of replacement passenger vehicles. 

Savings due to participation in General Services Administration motor pools, 
transfer of aids to navigation to the Panama Canal Company, decreased main- 
tenance cost at the Academy due to the installation of modern boilers and a reduc- 
tion for the passenger vehicles purchased in 1957 are reflected in the base for 
1958. These savings partially offset base additions consisting of retirement 
fund contribution and social security ; and one additional day’s pay for civilian 
employees. 

As in 1957, 18 cutters are programed for the operation of 6 ocean stations on a 
reimbursable basis, with financing inthe amount of $16,360,000 included in the 
1958 Department of Defense budget. These vessels will continue to perform 
the dual functions of ocean station duty and search and rescue. The Navy will 
finance the operation of two oceangoing tugs in 1957 and 1958 to replace Coast 
Guard ships being utilized in support of certain Navy operations. 

These estimates are submitted on a cost basis. The costs to be incurred in 
1958 exceed the obligational authority requested, primarily because of consump- 
tion of inventory transferred into this account without charge. These items are 
aircraft equipment and parts received from the “Acquisition, construction, and 
improvements” appropriation, and long lead-time procurement items paid from 
lapsed appropriations. 
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EXPLANATION OF LANGUAGE CHANGES 


(a) * * * “uniforms or allowances therefore, as authorized by the act of 
September 1954, as amended (5 U. S. C. 2131) ;” 

In view of the Comptroller General’s decision dated November 29, 1955, (35 
Comptroller General 306), this new language is requested to make funds under 
this title available for the procurement of uniforms or payment of allowances 
therefore for certain civilian employees as authorized by the act of September 
1, 1954 (68 Stat. 1114) as amended by the act of May 13, 1956 (69 Stat. 49). 

At certain shore establishments and under certain conditions, it has beep 
found to be more economical to employ civilian guards than to increase military 
complements for such purposes. Uniforms for these guards are considered 
necessary so that the wearer manifests the authority of the Federal Government 
to prohibit unauthorized entry to property which must be secure. 

(b) Deletion of references to the Surplus Fund—Certified Claims Act of 1949, 
and deletion of references to appropriations by specific years. 

Public Law 798 “To simplify accounting, facilitate the payment of obligations 
and for other purposes,” repeals the Surplus Fund—Certified Claims Act of 1949, 
References to this fund are therefore being deleted from the language. 

In addition, further simplification of language is being effected by eliminating 
references to appropriations by specific years. The principle of merging the 
appropirations for 3 years into one account in Treasury is being retained since 
it has proven so successful in simplifying accounting. 


Analysis of appropriation base—Operating expenses 


Appropriation alloca- Net change in 
tion for 1957 Adjustments in base base, increase (+) 
or decrease (—) 
Cost of activity 


Average Amount Reduc- Additions | Average Amount 
positions | tions positions | 


. Vessel operations. - |----------|$48, 702, 632 $5,000 | $151, 456 |_- | -+-$146, 456 
Aviation operations ne nunat| Ig Ee lecnane a< snail 
. Shore stations and aids operations.|__._.---__| 38, 527, 825 56,000 | 160, 102 | +104, 102 
. Repair and supply facilities giubdace minal By Saree he -| $41, 168 |.......--.| +3841, 168 
. ere facilities ...--| 7,347,662 | 10,000 4, 577 |_. —5, 423 
Administration and operational 


control ___-_-- .-| 21, 112, 602 | kL 393, 342 -| +393, 342 
. Other military personnel expe nse. |-- ..-----| 15, 880, 627 .-------| 1,302,964 -------| +1, 302, 94 


} 


. Supporting programs -----| 6,064, 003 | 42, 200 | 46, 602 | ; -| +4, 402 


Total costs_- ‘ alk; ----=---| 108 con aes p 113, 200 } 2, 400, 211 ses _.| +2, 287, 011 
Relations of costs to obligations. er se fi---i--L- | 
Ge wecan wevsecenceenecneee] 29,3783) 168 850, 000 113, 200 | 2, 400, 211 | 


1 Vessel 
R 
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Net change in base 
j, Vessel operations : 
Reductions : 
(1) Transfer of aids to navigation to Panama Canal 

Company 

Public Law 668, 84th Cong., 2d sess., approved 
July 9, 1956, authorizes the transfer of certain 
Coast Guard aids to navigation to the Panama 
Canal Company. These consist of a radiobeacon 
station and 5 unattended automatic lights whose 
transfer results in a savings of $61,000 for main- 
tenance and 6 military personnel. Of the total 
for reduction $5,000 is allocated to vessel opera- 
tions for reduced fuel requirements by vessels 
previously making service runs. 


Total reductions in base, activity No. 1 


Additions: 
(1) Government contribution to civil service retirement 
ob oasis 25 Sei te +151, 456 

Payment must be made to the civil service 
retirement and disability fund effective July 14, 
1957, pursuant to Public Law 854, approved July 
31, 1956. The Coast Guard’s contribution has 
been computed on the basis of the estimated 
civilian personnel requirements for fiscal 1958 

as follows: 


| 
| Total con- 
| Num- | Aver- | tribution 
| ber of jagecon-| to civil 
posi- | tribu- | service re- 
tions tion tirement 
| fund 





Classified civilians, headquar- 
Site siiiizinven faiielchptenbinia 
Wageboard civilians, head- 
CI 5. co 5, 838 
Classified civilians, field__... 284, 529 
Wageboard civilians, field_.___ 5 299, 468 
Lamplighters, civilian, field__- 25, 527 
Operating expense portion of 
work performed at Coast 
Guard yard 233, 010 


$213, 628 











1, 062, 000 


The total cost of this increase is $1,062,000, 
of which $151,456 is allocated to this activity 
and the remainder to activities 3, 4, 5, 6, and 8. 


Total additions in base, activity No. 1 +151, 456 


Net change in base, activity No. 1 +146, 456 
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3. Shore stations and aids operations: 
Reductions : 
(1) Transfer of aids to navigations to Panama Canal 
Company — $56, 000 
The transfer of certain Coast Guard aids to navi- 
gation to the Panama Canal Company has been 
explained under vessel operations. The _ total 
amount of the reduction is $61,000 of which $56,000 
is allocated to this activity for maintenance and 6 
operating personnel. 


Total reductions in base, activity No. 3__- 


Additions: 
(1) Government contribution to civil service retirement 


by the Coast Guard to the civil service retirement 
fund has been explained under activity vessel opera- 
tions. The total cost of the increase is $1,062,000 
of which $160,102 is allocated to this activity. 


Total addition in base, activity No. 5 i +160, 102 
Net change in base, activity No. 3___- iT. a +104, 102 


4. Repair and supply facilities: 
Additions: 
(1) Goverment contribution to civil service retirement 
+341, 168 

The requirement for the 64% percent contribu- 
tion by the Coast Guard to the civil service 
retirement fund has been explained under 
activity vessel operations. The total cost of 
the increase is $1,062,000, of which $341,168 

is allocated to this activity. 


Net change in base, activity No. 4 


5. Training and recruiting facilities: 
Reductions: 
(1) Maintenance at Coast Guard Academy 

In 1957 2 new boilers are being installed at 
the Coast Guard Academy. The installation of 
these boilers will convert the plant from coal- 
stoked to oil burner, resulting in maintenance 
and fuel savings. The annual reduction in cost 
will be $10,000. 


Total reduction in base, activity No. 5 


Additions: 
(1) Government contribution to civil service retirement 


The requirement for the 6% percent contribu- 
tion by the Coast Guard to the civil service 
retirement fund has been explained under 
activity vessel operations. The total cost of 
the increase is $1,062,000, of which $4,577 is 
allocated to this activity. 


Total additions in base, activity No. 5 
Net change in base, activity No. 5._--.__--__~- 





, 102 
] 102 


, 168 


Ns | 


2 


S| 


soll 
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, Administration and operational control: 
Additions: 
(1) 1 additional day of civilian pay__._____-______--___- +-$35, 247 


There will be 1 day more of civilian pay dur- 
ing 1958 than there was in 1957, resulting in 
an increase of $35,247. 

(2) Government contribution to _ civil-service retire- 
CG COE eee ascent evenenes +358, 095 

The increase requested for the 6% percent 
contribution by the Coast Guard to the civil- 
service retirement fund has been explained un- 
der activity vessel operations. The total cost 
of the increase is $1,062,000, of which $358,095 
is allocated to this activity. 














Net change in base activity No. 6_.__._----____ +393, 342 
1, Other military personnel expense: 
Additions: 
(1) Bocial-security’ contripution_..-- ~~ oS +1, 302, 964 
Military personnel were placed under social- 
security covering by Public Law 881, 84th Cong., 
2d sess., with the Government matching the 
contribution of the military personnel. This 
contribution was established at 2%4 percent by 
Public Law S880. The increased cost to operat- 
ing expenses will be $1,302,964, computed as 
follows: 
Average 
Num- contri- Total 
ber bution | 
| per year | 
Commissioned officers.........} 2,435 $86. 83 211, 434 
Warrant cumeers. .....-...-....- S44 92. 06 77, 699 
Cadets Jaw ‘ ‘ 465 30. 01 13, 955 
Enlisted personnel_-.....-...--- 22, 823 | 43.81 999, 876 
a —|—_____— 
TORE casts cntiedt<om 26, 567 |-- 1, 302, 964 
ene baa: ACtINIEe DOW. Tacit ccicccandtecennncdbee +1, 302, 964 





87824—57——-19 
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8. Supporting programs: 







































Reductions: C oP 
(1) Participation in General Services and ce 
Administration motor vehicle pools_.._.________ —$11, 009 the sal 
The Coast Guard has turned over to General Mr. 
Services Administration a total of 35 vehicles in the 2 ¥ 
the San Francisco, Calif., Dallas, Fort Worth, + 
Tex., and Seattle, Wash., areas. The reduction Cap 
in the vehicle procurement program of $11,000 will for pr’ 
result from the transfer of these 35 vehicles. Mr. 
(2) Passenger vehicles purchased in 1957__..___- a —31, 200 Cap 

Net cost of the procurement of 22 passenger 

vehicles by the Coast Guard in 1957. 

Total reduction in base, activity No. 8___-_- 
Additions: = Mr. 
(1) Government contributions to civil service retirement the mi 
The requirement for the 6% percent contribu- Adi 
tion by the Coast Guard to the civil service retire- sonnel 
ment fund has been explained under activity of the 


vessel operations. The total cost of the increase 
is $1,062,000, of which $46,602 is allocated to this 
activity. 


3.000 | 


Total additions in base, activity No. 8.__._._---~- 


















Mr. 
Ta ene va i aca a ativi 7 ) “ 
Net change in base, activity No. 8___.__.-___- +4, 402 aids 0} 
; ‘ ti , (Th 
Ne UII a cn sic eitnise ec teig. tal Depesersirabtints nieces es cass 113, 200 
I 8a oiarstscnig eo mcrebe eget aeons +2, 400, 211 
et eG CARIN TEe TI on neces 2, 287, Gt a 
Relation of costs to obligations 
No change in selected resources is associated with additions and reductions 
to the base. 
PROGRAM INCREASES 
: Radio be: 
A summary of the program changes being discussed on the following pages lahted 1 
is shown below. These result in increases in 1958 and cross activity lines in ] Day beac 
some instances. Radar be 
DUOYS: 
y ‘ ss . cot Light 
Summary of program increases by actiwity Uniis 
soun 
a a oh | Soe j ean io ] Spar 
Shore Other T 
Program increases | Vessel Aviation stations | military Support | Program 0! 
operations) operations | and aids | personnel | programs | increases a 
| operations expense | 
A. Additional maintenance ashore | 
and afloat _.--n.--| $681,088 |_ | $463,429} $2, 870 |__.____.-_|$1, 147,387 Mr 
B. Modification of aircraft _- _....-} $1,099, 273 |_- a 1, 099, 273 r. 
C. Security surveillance of vessels a ee celeb | 741, 097 190, 449 a 931, 546 page : 
D. Enforcement of motorboat safety | | | | Poe 
regulations spend bis isekcb Andon) See 143, 652 |......- 413, 789 (TI 
E. Inspection of passenger-carrying | 
vessels 


‘ a iden ate 206, 873 115, 041 |....... 321, 914 
F. Military personnel separation | | | | 


expense I te aan P sy 917, 880 |. 917, 
G. Procurement of passenger vehi- | 
ie... . eet $31, 200 31, 200 






Increases by activity ----| 681,088 | 1,099, 273 1, 681, 536 1, 369, 892 31, 200 | 4, 862, 989 


Mr. Gary. How is it possible that the cost financed from obligations 
of other years would be identical as of June 30, 1957, and June 30, 
1958 ¢ 


1655 (act 
6 (act 
157 (est: 
18 (est 


0K) 


es | 


= 
& 


21M) 
211 


011 


ons 


ges 


ram 
ases 


387 

23 
ih 
3, 780 
1, 914 
7, 880 
1, a0 


7) 


ons 
30, 
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Captain Anrineton. That is because the level of outstanding orders 
and certain other resources at the beginning of fiscal year 1958 will be 
the same as at the end of the year. 

Mr. Gary. Is it not rather unusual that they would be identical for 
the 2 years? 

Captain Arrincton. The figures are estimates, but we see no reason 
for predicting a change in them. 
Mr. Gary. It is an estimate, then, and it is not supposed to be actual? 

Captain Arrtneton. That is right. 


LIMITATION ON MILITARY PERSONNEL 


Mr. Gary. Will you indicate for the record the statutory limit on 
the military personnel of the Coast Guard ¢ 

Admiral Ricumonp. There is no statutory limit on enlisted per- 
sonnel, sir—warrant or enlisted. The only limit on personnel is that 
of the commissioned officers’ strength which is presently limited’ to 
3,000 by a bill passed last year. 


NAVIGATIONAL ATDS OPERATED 


Mr. Gary. Will you insert the table in the record of navigational 
aids operated, shown on page 320 of the nae aaa 
(The information referred to is as follows :) 


Navigational aids aan 





r 
Increase requested 
| 1957 1958 nee 
| |x Number lu nit cost | Increase 
hi anesicash cineca tinanaatiaeaaiieiagal =a piampeaenitai 
: } ' | 
en peneons od | on | a +1 $4, 000 34, 000 
found signals | 255 | 260 +5} 2, 500 12,500 
lighted fixed aids ; | 9,950} 10,000 +50 | 1, 505 75, 242 
Day beacons 5, 000 5, 100 +100 50 5, 000 
Radar beacons. - ; 7 - i Se ee —— : 
Buoys: | 
Lighted... a 3,300 | 3, 400 +100 644} 64, 400 
Unlighted ‘ 18, 300 18, 450 | +150 06 | 14, 400 
Sound 370 | 375 +5 295 | 1,475 
Spar 1, 100 1, 000 -100 65 | —6, 500 
Total Lines 38, 305 38, 616 +311 enews} 170,517 


SURVEILLANCE PROGRAM 


Mr. Gary. Also insert the table of the surveillance program on 
page 321 of the justifications. 
(The information referred to is as follows :) 


Growth of surveillance program 


Number of | 


vessels re- | Total man- | Total man- 
Fiseal quiring years of work | years avail- 
| boardingand| required ! able } 


surveillance 


Sirens Eee SS 


155 (actual) _ ..-- Avani ia edieted .Snea leona ape” 

ET «ca.c'n dn cin oaaphonas-4oatradins aman beh Aiea isda maine 1, 708 421. | 20 
57 (estimate) Fe gina kon Caen ee ae 2, 220 | 625 | 335 
WS (estimate) ccunacdiacaweaepeeannaeeaeaameel 2, 880 810 | 68 





‘Based on minimal security somata of 540 man-hours (9/32 man-years per vessel) and 


on 3 40-hour 
week, 48-week man-years. 










other than intelligence. 


of Justice. 


the justifications. 















Activity and type of unit 


1. Vessel operations: 
Cutters. _ - 
Patrol craft - 
Tugs 
Buoy tenders. _--- 
Lightships , einai 
Miscellaneous floating units 


icc tegiecn 


















2, Aviation operations: 
detachments -_-.--.-- 


3. Shore stations and aids opera- 
tions: 

Lifeboat stations -_ ; 

Light stations, light attend- 


Loran transmitting stations - 

Radio stations _ . 

Marine inspection offices and 
detachments -_- 

COTP offices. _ _- 

Group offices _- 

Port security units 

International Ice Patrol 

Unmanned aids to naviga- 
tion 












Subtotal __ 


4, Repair and supply facilities: 
Bases, repair units and moor- 
ings cnet 
Testing and development ex- 
pense -__- 
Supply units 












Subtotal ___ 


5, Training and recruiting facilities: 
Academy : 
Training units 
Recruiting and receiving. 


Subtotal. - 





Air stations 


ant stations, fog signal, RB- 
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SUMMARY TABLES BY ACTIVITIKS AND PERSONNEL 


(The information referred to is as follows :) 





INTERDEPARTMENTAL COMMITTEE ON INTERNAL SECURITY 





Mr. Gary. Will you describe the program under Interdepartmental 
Committee on Internal Security and identify the committee ? 

Admiral Ricumonp. We will supply that in the record, sir. 
(The information requested is as follows :) 


The Interdepartmental Committee on Internal Security is an advisory com. 
mittee established by the National Security Council under a charter issued July 
18, 1949. Its function is to coordinate all phases of the internal-security field, 

It consists of representatives from the Department of 
State, Department of the Treasury, Department of Justice, and National Military 
Establishment under the chairmanship of a representative from the Department 
The program referred to is classified. 


Mr. Gary. We will insert pages 334, 335, 336, 337, 338, and 339 of 


TasLE I1.—Summary of estimates by activity and class of unit 






































1958 appropriation | 1958 estimate 
base | |\Increase| Increase 
- al casieegagele ______jinunits| amount 
Units Amount | Units Amount | | 
| 
—|-— 
20 | $12,972, 690 20 | $13, 282, 313 . $300, 628 
107 | 10, 113, 367 107 | 10,357, 442 ad 244, 075 
42| 3,727,211 42 3, 727, 211 [a 
115} 17,342,914 115 | 17, 445, 304 ; 102, 390 
33 | 3,080,785 33 | 3,030,785 aa 
4 1, 662, 121 4 1, 687, 121 25, 000 
cen 48, 849, 088 |_ 49, 530, 176 | 681, 088 
21 | 18,371,864 21 19, 471, 137 |. | 1, 090, 273 
140 9, 448, 379 140 9, 979, 516 | 531, 137 
' 
363 6, 767, 259 365 6, 799, 171 2 | 31, 912 
51 4, 506, 515 51 4, 508, 515 | 3 tba 
15 1, 807, 865 15 1, 807, 865 | | 
| 53 6, 022, 205 53 6, 229, 078 206, 873 
11 2, 166, 835 11 2, 166, 835 aa 
34 2, 321, 050 34 2, 321, 050 3 aaa 
2 358, 475 | 2 1, 099, 572 | 741, 097 
| 1 71, 030 | 1 | 71, 030 | aun 
| 
38, 305 5, 162, 314 | 38, 616 5, 332, 831 311 | 170, 517 
38, 631, 927 | 40, 313, 463 | 1, 681, 536 
' 
| 307 | 10,654,166 | 107] 10, 654, 166 
j | | 
2 | 401, 806 | 2 401, 806 
11| 2,612, 321 | 11 2, 612, 321 
13, 668, 293 13, 668, 293 _ 
1| 1, 898, 198 | 1 1, 898, 198 | 
131 3, 350, 150 | it 33 10\-....:-.: 
35 2, 093, 891 | 35 | 2,093, 891 -a| ove seni 


7, 342, 239 | 


7, 342, 239 













7, Other! 
In 
In 


rr 


Relation 
crease 
sources 
cation 


To 
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TaBLE II.—Summary of estimates by activity and class of unit 












































] 
1958 appropriation 1958 estimate 
tal base Increase} Increase 
Activity and type of unit in units) amount 
| Units | Amount Units Amount j 
_— ————-_ -- --—- -— - + - ————— EEE poe ee 
5, Administration and operational 
ym. control: ; | 
Headquarters. --..._........-. 1 7, 298, 390 | 1 | ‘$7, 298,390 esi - 
uly District and area offices... ..- 14 13, 661, 959 14 Te We toc, fac pecs cc 
ld, Inspection offices.........._- 4 371, 313 4 URINE Bit acds cl sob wncine dice 
of Section offices_-__--._.-. 3 128, 28 3 128, 257 nad ch dinenténteen 
ary Liaison with other agencies- Rsk aa 46, 025 aude 46, 025 |..--- ay oanasaanes 
ree pe earner nate ace enn 
ont Subtotal..................}.-...---| _ 21, 608,944 |----. DE, OUR OOE Fics ihc ncceca gets 
=== ———————[_——————===_ =| == === 
7, Other military See 
In transit. se saszafeesesee | 6, 495, 089 }....__-- 6, 875, 779 seuxel $380, 690 
In training. na oie 3, 960, 431 |.....--. 4, 030, 753 |.... 61, 322 
Recruit and disc a pro- 
De dace dcmhantbnnnedocedsiocukin 5, 035, 084 }......-.- 5, 952, 964 | .._.--- = 917, 880 
of Other. --..-. —— —_— oil mire 1, 683, 987 ee 1, 693, 987 10, 000 
IM i ccccnkciate ces | “1, 183, 591 |-----. 18, 553, 483 |__| 1,369, s92 
t, Supporting programs: ‘ees . = FT a et ae po : 
rransportation of things... | ae 930, 603 |......_- SUNT Escchicdiodiicedecoscsahcons 
its nc chedas thine sitaaomee TE Gace 372, 186 |-.---.-- | dantiendaain 
Printing. seislariduh es loaeditydicicaetsiakecphaea PE Bacensccs 429, 300 |...--.-- | hbbaineakadneabel 
Vehicle replace ment_...------ aes EE ied cieicain 213, 277 cS ----| 31, 200 
ane Boat replacement ----_~- sauce 1, 334, 572 |....-.... 1, 334, 572 |. wo nne|-noe-e--- seen 
Electronic eas pro-. 
3e curement - _._..- ween ecalens-ane 2, 819, OT fn nts 2, 819, 667 pes nesslanbnccesroenag 
' NOONE. spnnerancoggak anak | ra 6, 068, 405 ddan 6, 099, 605 |.....--- 31, 200 
Total cost |"....| 171,621,351 |....-| 176,484,340|...| 4, 862, 980 
—— | Relation of costs to obligations: In- 
crease or decrease in selected re- 
), 623 sources available for future appli- | 
107 | cation to activity costs.....--...--|---.---- —4, 484, 340 |......-- —4, 484, 340 |.....-- |------------- : 
¥ Total estimate__..............]....-.-- 167, 137, 011 |------- 172, 000,000 |-......- | 4, 862, 989 
000 
, 088 
1, 273 
|, 1387 
|, 912 
i, 873 
087 
), 517 
|, 536 
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TaBLeE IV.—Summary comparison of personnel (all funds)—-United States Cogy 





Appropriation title 













OPERATING EXPENSES 
Military: 
Commissioned officers... .- 
Warrant officers --_---- 
Cadets iebbebase 
Enlisted men _- 


Subtotal, military. -- 


Civilian: 
Salaried employees: 
Departmental... 
Field... 


Subtotal, salaried 
Wage board employees_. 
Part-time, lamplighters 
Part-time, appeal board-_._.-- 


Subtotal, civilian personnel. 


Less quarters deduction for civilians_ 


Net, civilian personnel. 
Total operating expenses. 


RESERVE TRAINING 


Military (administration and oper- 


ation of facilities): 


Warrant officers 
Enlisted men. 


Subtotal, military 
Civilian (administration): 
Departmental salaried 
Field salaried _- 


Subtotal, civilian _- 


Total, Reserve training. 


ACQUISITION, CONSTRUCTION AND 
IMPROVEMENTS 


Civilian: Temporary salaried 
COAST GUARD 


YARD FUND 





Military 

Civilian: 

Salaried , 

Wage board_-_-- 
Subtotal, civilian _- 
Total, CG yard fund_. 

REIMBURSEMENTS 


Military: 
Courier (USIA) 


Ocean station program (Navy) - 


| 










































































































.E I 
Guard TaBl 
dab bd Baie retest 
1956 actual 1957 estimate 1958 estimate 
~ Ss 
Average Cost Average Cost Average Cost AT 
number number number 
one a pasar \-———.. ae 
| — 
jvilian (ri 
| ’ st. Lav 
2, 350.3 |$17, 678,725 | 2,407 |$18, 467,179 | 2,435 | s18¢o4mr | Bases 
831.2 | 5,605, 681 829 5,145,168 | 844 5, 235, 47 yw 
451.3 794, 156 465 | 849,346 | 465 840, 345 
22, 300. 8 | 64, 689, 352 | 22, 508 | 65, 544, 433 | 22, 823 67, 441, 24 Tote 
25, 933.6 | 88, 767,914 | 26,209 | 90,006,126 | 26, 567 92, 191, 14 
Pape ee anne ee ener ae a eng eee | Military -- 
Civilian p 
761.6 | 3,392,971 |  758.1| 3,422,654| 758.1 | 3, 483, 95 | Reserve 
1,120.4 | 5,215,104 | 1,124.2 | 5,261, 600 | 1, 138.2 | 5,904, 465 Tot: 
1,891.0 | 8,608,075 | 1,882.3 | 8,684,263 | 1,896.3 8, 878,319 | ——— 
1, 199 5, 207,855 | 1, 192 5, 187,449 | 1,192 | 5, 187,44 
68 402, 467 71 410, 000 71 | 410,00 | fp 
19 18, 607 19 23, 350 19 2B, 38) . 
ax |i om = EEE 
3,177.0 | 14, 237,004 | 3,164.3 | 14,305,062 | 3,178.3} 14,499,118 
Bs —21, 206 |__. —27, 446 27, 448 
| 14, 215, 798 14, 227, 616 | ...--| 14,471,6n 
———= = — = —=- ———— SSS a eee 
29, 110. 6 |102, 983, 712 | 29, 373.3 |104, 283, 742 | 29, 745.3 | 106, 662 816 
— 25 | = — —————— || — a 
| | 
46. 2 378, 479 | 83 610,350/ 129 | 953,40 
sizel 8 55, 025 28 198, 800 
73.9 316,024 | 302 1,073,891 | 654 | 2, 212644 
125.1 | 694,503 | 393 811 | 3, 364,84 
= =e ‘ = = =— —_ — = Y ———— 
| | 
23.6 85,970 36.8| 136,262) 45.8) 172.4% 
0.7 937 | 28.8 | 102, 582 | 38. 8 | 137, 418 
24.3 | 86, 907 | 65.6 238, 844 | 84.6 309, 844 
| 6,516 2, 124,547 | 8, 525 2, 827, 763 | 12, 540 552, 575 





Gulf of Mexico loran (Air Force) -| 


WALDO (Navy) 
DEW line (Navy) 
St. Lawrence Seaway 


Construstion of loran (Depart- | 


ment of Defense) 


Subtotal, military............| 


i= 


107. 5 
2, 766. 0 
25.8 


29.0 


2, 928. 3 





2, 905, 9F 


1, 228, 
5, 024, 


O82 
870 
952 | 
65 | 


388, 
8, 839, 471 | 
102, 724 

80, 984 | 


857 


9, 412, 036 | 


113 | 


65 
208 
1, 089 


1, 297 


1, 362. 


3, 106 













170, 645 


1, 542, 835 
5, 301, 899 


7, 163, 072 


400, 020 

8, 839, 471 
95, 126° 
530, 528 
12, 670 


38, 360 


9, 916, 175 


4, 805, 873 | 


318, 338 


6, 844, 734 






| 


1, 


"1,385 
————— ’ 


| 


| 110 | 400, 020 
| 2,766 | 8,830,471 
PSs di uiabailiaen Fee tiemoteaiintl 
| 185 | ~—~—«30, 68 
2 12, 670 
| 7 38, 360 
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fasLE 1V.—Summary comparison of personnel (all funds)—United States Coast 
Guard—Continued 

















1956 actual 1957 estimate 1958 estimate 
Appropriation title \—- | - — — | anes oe ie S 
| Average Cost | Average | Cost | Average Cost 
| number | number | number 
Section snsienlilesinbitescpnciesnaiaiacintl eaitindsagtitiahanteamaninanhsieelgaianay —— siaieedinoiae aed 
Oivilian (reimbursable): | 
St. Lawrence Seaway. .-.--....-./.......... Pos J 1 $3, 430 1 $3, 515 
Bases and depots_-............--| 6.0 | $18, 651 13 41, 579 | 13 | 41, 579 
Construction of loran (Depart- | | | | 
ment of Defense) ...._.....-- jhachnaiis ical eeeeel | Ss) Wwe: Ie I 774, 340 





Total, reimbursements........| 2,934.3 | 9,430,687 | 3,145 | 10, 082, 909 | 3.236 | 10,640, 483 





SUMMARY | | | 

Military -.-.-- anne ns--e--------22--| 29,049.7 | 99, 180, 566 | 29, 773.0 |101, 979,905 | 30, 513.0 | 105, 695, 375 
(Civilian personnel. _-_..............| 4,523.3 | 20, 689, 919 4,601.9 | 21,698,573 | 4,758.9 | 22,645, 529 
Reserve trainees... -.. anetenesecs, Ganne & aan 8, 525.0 | 2, 827, 763 12, 540.0 | 5, 552, 575 
Total, personal services--...-- hs ciscndaecedndiel 5an BOG, ORS |. cocukdae |  & > i eee | 133, 893, 479 


| 


Mr. Gary. Any questions on the operating expenses ¢ 
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Obligations by objects 


COAST GUARD 
Direct obligations 
Full-time equivalent of temporary positions_. 
Average number of all employees ‘ 
Number of employees at end of year 
“01 Personal services: Positions other than permanent 
Travel j 
Transportation of things 
Printing and reproduction 
Supplies and materials 
Equipment 
Lands and structures 
Grants, subsidies, and 
to retirement fund 
Taxes and assessments 


contributions: Contribution 


rotal Coast Guard 


LOCATION TO DEPARTY 


Equipment 


ALLOCATION TO DEPARTMENT OF THE ARMY 


10 Lands and structures 


Total direct obligations 


Reimbursable obligation 
Average number of all 
of year: Military 
Full-time equivalent of temporary positions 


employees and employees at end 


lotal average number of all employees and employees 


st end of year 


Personal services: 
Military 
Positions other than permanent 


Total personal services 
Travel 
Transportation of things... 
Other contractual! services 
Supplies and materials 
Equipment 
Lands and structures 
Grants, subsidies, and 

retirement fund. 


contributions: Contribution 


Potal reimbursable obligations 


Potal obligations 


1956 actual 


| 


31 
22 
31 
“$115,611 | 
27, 836 | 


1, 376 | 
292, 289 | 
261, 297 


409, 391 


13, 


9 
“ 


352 
| 


1, 108, 152 | 
1, 333, 342 | 


&, 037 


2, 449, 531 





V8 
pienso 
i 





$38, 198 | 
147, 911 
216, 290 


1, 420, 353 2, 


18, 838 | 


1, 841, 590 | 


4,291,121 | 23, 


36 
36 
36 


$170, 645 | 


19, 400 


9, 200 | 


33, 800 
277, 763 


310, 734 


15, 821, 942 | 


$38, 360 
121, 725 


160, 085 


50, 000 
69, 400 


150, 395 | 
238, 700 | 


305, 648 


664, 227 


| 
1957 estimate 1958 estimate 


40 
| 40 
| 40 
$199, 845 
19, 565 

18, 000 

18, 115 


13, 165, 500 
2, 599, 240 


11, 780 
420 


16, 032, 465 


} 16, 032, 465 
| 
j 


} 


$38, 360 
774, 340 


812, 700 
129, 000 
201, 000 
775, 000 
546, 600 
10, 771, 000 

9, 496, 000 
49, 400 

22, 780, 700 


38, 813, 165 
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Budget authorizations, ewpenditures and balances 





BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation --__ 
Transferred to “Reserve training, Coast Guard” 


Adjusted appropriation 
Balance brought forward 
Unobligated_-_ 
Obligated-- 


Total budget authorizations available-- 
EXPENDITURES AND BALANCES 


Expenditures— 
Out of current authorizations. 
Out of prior authorizations 


Total expenditures 
Balances carried forward 
Unobligated ___- 

Obligated 


Total expenditures and balances. 


Mr. Gary. 


Next is the acquisition, 


The appropri: ation for that item for 1957 i is $ 


(70 Stat. 





TS 
1956 actual | 1957 estimate | 1958 estimate 


| 

| 

| | 
} 

| | 

| 











: 7,000,000 | $7, 400, 000 a 000, 000 
173)_| 868,000 |__ ae 
| og ieee a 
6, 132, 000 | 7, 400, 000 | 16, 000, 000 
| 4,771,988 | 10,899, 392 85, 165 
| 4,137,279] 3,702, 981 | 9, 758, m8 
15,041, 217 | 22, 002, 373 | 25, 843,375 
Ah ‘ f 1,407,000 4, 973, 000 
j 138, 844 L 10, 752, 000 2, 115,00 
aad 438,844 | 12,150,000} 7,088,009 
| | 
10, 899, 392 85, 165 |....... see 
-| 3,702,981 | 9,758,208 | 18, 755,373 
Recnattinittintnit a von — 
| 15,041, 217 | 22, 002 25, 843, 378 


, 373 | 





ceereon: and improvement. 
7,400,000. Estimate for 


1958 is $16 million ; increase, $8,600,000. 
We will insert pages 341, 342, and 343 of the justifications. 
(The information referred to is as follows:) 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS, CoAST GUARD 


Analysis of appropriation base for fiscal year 1958 


Regular appropriation, 
Supplemental appropriation for 1957 


Total appropriation, 1957 
Cost reductions: 

Activity No. 1, 
Activity No. 2, 
Activity No. 3 
Activity No. 
Activity No. 
Activity No. 

fense requirements 


vessels 


Total cost reductions... «i. 
Relation of costs to obligations__________ 
Unobligated balance brought forward from 1956__ 
carried forward to 1958 


Unobligated balance 


Adjustment in base (net) _-________ 
Appropriation base for 1958_________--__- 
Increase over appropriation base for 1958_ 

Appropriation estimate for 1958___-_ 


Increase or decrease from total appropriation, 1957 


BEE erin 


aviation facilities_____ 
3, Shore stations and navigation aids__ 
4, repair and supply facilities___.__.____ 
5, training and recruiting facilities___ 
6, Loran to meet Department of De- 














ices cate cks ed el ekdng caipcooneeea tation 7, 400, 000 
is Sssiaics Colepaclicceds-comeanapuperectinctiian 7, 400, 000 
ee domes i $37, 980 
pel en Aap en 2, 362, 372 
i, 455, 029 
77, 493 
202, 000 
bes aaeecieci louie 273, 264 
peice 4, 408, 13! 
staple snatch Shasta 11, 413, 804 
-... —8, 454, 407 
i Ee 32, 465 
abc eae a ie —T, 400, 000 
ELSA 
seeicchicha inca lags eee iesaadhiecaties 16,000, 000 
acaba 8, 600, 000 


1, Vessels. 

1 Aviatio 
3, Shore 

aids... 

4, Repair 

Tot 

Relation « 


Tot 
Adjustme 


Total ap) 
propria 


The 
ment f 
operat! 
planne 
one or 
Remec 


operat 


The 
1958. 


Th 
400,04 
to th 


Costs 
Oblig 


( 
{ 
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Comparison of appropriation base with appropriation estimate esi 1958 


———— soneapeneuns ee 


| Appropriation base | Appropriation esti- 


Activity 


| Average | 
| positions | 


1, Vessels-.- 


SY ea, MEDS Pema 


for 1958 mate for 1958 i 


Amount Amount 


' Average 
sea a positions 
| 
| 


$1, 965, 756 | 
9, 513, 595 


Increase (+-) or 
decrease a ) 


Average | Amount 


positions 


$1, 965, 756 
9, 513, 595 


4. Shore stations and 
Be es505 2, 084, 875 


1, 562, 458 


15, 126, 684 
_ +018, 38 


a 1, 562, 458 





Total costs 7 Je es! safes ee 
Relation of costs to obligations... __|_- } 


Bilerico. cciul: ae 
Adjustment in base (net) 29.0 $7, 400, 000 | 


i ‘83,3 316 





| —7, 400, 000 
Total appropriation 1957, and ap- 


propriation estimate for 1958 29.0 | 7,400,000 


| 


i 
33.0 | 16,000, 000 +4] 8, 600, 000 





GENERAL STATEMENT 


The funds requested under this appropriation title represent capital invest- 
ment for the acquisition or construction of new or replacement Coast Guard 
operating facilities, or the improvement of existing facilities. The programs 
planned for 1958 are for a few of the most urgent projects which comply with 
one or more of the following criteria: (a) Protect the present investment; (b) 
Remedy a dangerous condition which presently exists; (c) Essential to a positive 
operational requirement. 


Summary of obligational authority by activities 


1956 appro- | 1957 estimate 


priation 


1958 estimate 


I, Vessels. 


Il. Aviation facilities _- 


Ill, Shore stations and navigation aids i 


IV. Repair and supply facilities 


V. Training and recruiting facilities. . 


Transfers to other accounts__- 


$50, 000 
6, 100, 000 5, 

765, 000 

85, 000 

0 

—868, 000 


$4, 000, 000 
9, 000, 000 
996, 000 1, 395, 000 
0 | 1, 605, 000 

202, 000 0 
0 0 


752, 000 | 


| 6, 132, 000 


16, 000, 000 


7, 400, 000 | 


Adjusted appropriation or estimate _..._- 


EXPLANATION OF LANGUAGE CHANGES 


There are no substantive changes in the appropriation language for fiscal year 
1958. 


Analysis of appropriation base 


The regular appropriation act for 1957 provides funds in the amount of $7,- 
400,000. The costs incurred during 1957 total $4,408,138. This amount is related 
to the amount appropriated as follows: 


Costs incurred during 1957__- $4, 408, 138 


Obligations for goods and services not received carrying over at: 
(a) Beginning of year____- 


1, 469, 915 
(0) End of year_--_-~---- 12 


, 883, a9 


Net change “1. 413, 804 
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Analysis of appropriation base—Continued 


Unobligated balance carrying over at: 











CR CRN Ue cttne cide cenntitineenisne sce cenadewie $8, 454, 407 

i A is csi act eh a ini sae 32, 465 
Pe ia sincsica-neciosce chien Stated c nena nh delta Semaiah ic eich tg ns 8, 421, 942 
RET: SO OIE 6 signs chia enschede lst ena caaweaseoabiak 7, 400, 000 


Inasmuch as the projects are nonrecurring in nature, the entire amount in 
the 1957 appropriation has been deducted leaving a zero appropriation base 
for 1958. 


LONG-RANGE LAND-BASED AIRCRAFT 


Mr. Gary. How are the estimates for four long-range land-based 
aircraft, $8,205,000, arrived at ? 

Admiral Ricumonp. As I indicated to Mr. Canfield yesterday they 
were based purely on the idea that we were sure that was the area in 
which any funds this year would have to be expended, and the basis of 
the study which we talked about yesterday and which will be the basis 
of the report from the Secretary and myself to this committee. 

So far as the types are concerned, I could not answer you now be- 
cause that would have to tie in with the report. 

Obviously this estimate was made up before the study was com- 
pleted, and I had to draw on what I knew the thinking of the group 
was at that time. 

SUMMARY BY PROJECTS 


Mr. Gary. We will insert page 381 of the justifications at this point 
in the record. 
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(The information referred to is as follows :) 


Summary of 1958 estimates by projects 


| Estimated Relation of 1958 
costs incurred, costs to obligations 
| 1958 | Obligations ! 





I. Vessels: 
(a) Construction of 10 95-foot boats to replace over- | 

age 83-foot patrol boats. -_-- $1, 500, 000 | $2, 500, 000 

Projects authorized in prior years___..__- 465, 756 | — 465, 756 


Total vessels iT ai 1, 965, 756 | 2, 034, 244 








Ul. Aviation facilities: 
(a) Replacement of aircraft easels 
()) Construction of storehouse, Air Station, Brook- | 
lyn, N. : 
(c) Relocate control tower, Air Station, Elizabeth | 
City, 
(d) E xtend ce re te overlay, Air Station, Eliz: ibeth 
City, 125, 000 ~*- : 
Projec is ae in prior years sa 9, 9, 236, 595 —9, 236, 595 


Total, aviation facilities_......_.- 9, § 95 | — 513, 595 | 


Il. Shore stations and navigational aids: 
(a) Miscellaneous aids to navigation. ._....--.. ae : 220, 000 . 
(b) Selected aids to navigation projects____- 594, 29, 623, 000 
(c) Relocated radio station, Point Vicente, C: alif_- 120, 000 
(d) Family quarters, Point Reyes Light Station, | 








Total, shore stations and navigational aids _ _| , 084, — 689, 875 | 1, 395, 000 


IV. Repair and supply facilities: 
(a) Enlarge powerhouse and replace boilers, yard, 
Curtis Bay, Md . 
(b) Rebuild buoy dock, Yerba Buena Depot, C ait | 2 137, 000 
(c) Construct wharf fender system, depot, Guam, ._| 53, 000 
(d) Replace a bulkhead, —— St. Peters- 
pe Fla 78, 000 


Fla | 
(f) Construct Coast Guard facility, ‘Manhattan’ | 
Island, N.Y. | 1, 000, 000 | 
| 12, 458 | 





Total, repair and supply facilities 1, 562, 458 | 2, 542 1, 605, 000 

Total, 1958 requirements 15, 126, 684 873, 316 16, 000, 000 
Obligations of balances carried forward from | 

CRUE DOES « cdcundaseensuvubudhacamiddeiiaednd | 32, 465 








Total......---. ; | | 16, 032, 465 


! Obligations for goods and services not received in 1958. 


Mr. Gary. Any questions on acquisition, construction, and im- 
provements ? 
Retirep Pay 


Program and financing 


1956 actual | 1957 estimate | 1958 estimate 


Program by activities: | 
. Enlisted men és i ‘ _.| $9, 552, 591 $10, 098, 576 $10, 671, 664 
. Commissioned officers_._- ‘ 9, 558, 613 10, 137, 215 10, 852, 435 
3. Chief warrant and warrant officers | 2, 985, 105 3, 201, 375 | 3, 412, 489 
. Former Lighthouse and Lifesaving Service ‘ 1, 458, 669 1, 591, 805 1, 555, 335 
5. Reserve personne) uacon 31, 475 43, 029 | 55, 077 
3. Survivors benefits ‘ —149, 840 | — 147, 000 — 147, 000 
Total program costs (obligations) ; 23, 436, 613 24, 925, 000 26, 400, 000 
Financing: Unobligated balance no longer available___-- | 74, 387 |-.-- <a 


Appropriation (adjusted) cnmnm 23, 511, 000 | 24,925,000 | 26, 400, 000 
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Obligations by objects 


12 Pensions, annuities, and insurance claims. - 


| 
| 
| 


$23, 436, 613 | 


$24, 925, 000 | 


Budget authorizations, enpenditures and balances 


BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation - j 
Transferred to ‘‘ Operating expenses, Coast Guard’’ (70 Stat. 


Adjusted appropriation 
Obligated balance brought forward 
Increase in prior year obligations 
Total budget authorizations available_. 
EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations. __- 
Out of prior authorizations 


Total expenditures 


Unobligated balance no longer available (expiring for obliga- | 


SR. 555 
Obligated balance carried forward_- 


Total expenditures and balances-_. 


“| 


| $23, 900, 000 
| 
|  —889, 000 
| 


116, 857 
30, 271 


23, 347, 132 





23, 494, 260 


74, 387 
89, 481 


23, 658,128 | 25, 014, 481 


23, 511, 000 | 


147, 128 | 


| 
} 
| 
| 
| 





$24, 925, 000 


24, 925, 000 
8Y, 481 


23, 658, 128 


25, 014, 481 


24, 835, 519 
89, 481 


24, 925, 000 


89, 481 


a 


| 
1956 actual | 1957 estimate | 1958 estimate 
| | 


oe 


$26, 400, 009 


! 
| 

1956 actual | 1957 estimate | 1958 estimate 
| | 


| 
| 


26, 489, 481 


26, 310, 519 
89, 481 


| 6, 489, 481 


_ Mr. Gary. On “Retired pay,” the appropriation for 1957 was 
$24,925,000, estimate for 1958 1s $26,400,000, the increase $1,475,000, 
We will insert pages 383, 384, and 385 of the justifications at this 


point in the record. 
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(The information referred to is as follows :) 


RETIRED Pay, Coast GUARD 
Analysis of appropriation base for fiscal year 1958 


Regular appropriation, 1957 act 
Supplemental appropriation for 1957 


Total appropriation, 1957 


Cost reductions: 
Activity No. 1, enlisted men ‘ 114, 273 
Activity No. 2, commissioned officers 90, 564 
Activity No. 3, chief warrant and warrant officers__________--- 20, 481 
Activity No. 4, former Lighthouse and Lifesaving Service 80, 877 


306, 195 


Cost additions : 
Activity No. 1, enlisted men j 426, 532 
Activity No. 2, commissioned officers 313, 490 
Activity No. 3, chief warrant and warrant officers 127, 613 
Activity No. 4, former Lighthouse and Lifesaving Service 44, 407 
Activity No, 6, Reserve personnel 6, 885 


918, 927 
+612, 732 


Appropriation base for 1958 25, 537, 732 
Increase over appropriation base for 1958 7 862, 268 
Appropriation estimate for 1958 
Increase or decrease from total appropriation, 1957 1, 475, 000 


Comparison of appropriation base with appropriation estimate for 1958 


| Appropriation base Appropriation esti- | Increase (+) or 


for 1958 mate for 1958 decrease (—) 


Activity ee aia’ will a a 


Average Amount Average Amount Average Amount 
positions | positions positions 
| 


Number Number | Number | 
lL Enlisted mren -_-_- 4,701 |$10, 410, 835 4,819 | $10, 671, 664 118 $260, 829 
2 Commissioned officers 2, 231 | 10,360, 141 | 2, 337 | 10, 852, 435 106 | 492, 204 
3, Chief warrant and warrant 
officers 1,050 | 3, 308, 507 | ,083 | 3, 412, 489 33 | 
4 Former Lighthouse and Life- | 
saving Service 2! , 555, 33! 728 , 555, 33° a 
), Réserve personne] 2 9, 914 | 32 | 55, 077 | 3 | 5, 163 
6. Survivors’ benefits. . | — 147, 000 
Total cost 25, 537, 735 26, 400, 000 |__- 862, 268 
Relation of costs to obligations | } 
Total , 736 | 25, 537, 73: 3 26 862, 268 
Adjustment in base (net | 2 312, 73% +: | +612, 732 


Total appropriation, 1957, 
and appropriation estimate, 
1958 8, 526 | 24, 925, 000 &, 26, 400, 000 70} 1,475,000 





GENERAL STATEMENT 


The funds requested under this appropriation are for retired pay of the military 
personnel of the Coast Guard, Coast Guard Reserve, members of the former 
Lighthonse and Lifesaving Service, and for annuities payable to beneficiaries of 


87824—57———_-20 
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retired personnel under “Uniform Services Contingency Option Act of 1953" 
(37 U. S. C. 371-381). 

The estimate of $26,400,000 for 1958 is based upon the current retired list 
modified by expected additions and deaths. This program requires an increase 
of $1,475,000 over the funds provided for 1957, attributable to an increase of 479 
in the average number of personnel in retired pay status. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive changes in language for 1958. 


Analysis of appropriation base, retired pay 


| Appropriation alloca- | | Net change in base 
tion for 1957 i Adjustments in base increase (+) 
decrease (—) 


Activity 


| | | } | 
Average | Amount | Reduc- Additions | Average Amount 
positions | | tions | | positions 


1, Enlisted wi , 560 |$10, 098, 576 | $114,273 | $426, 532 +141 | -+$312, 289 
2. Commissioned - - 2,183 | 10, 137, 215 90, 564 | 313, 490 +48 | +222 9% 
3. Warrant.-- ,016 | 3,201,375 | 20,481 | 127,613 +34) 410713 
: Former Lighthouse and = Life- | | | 

saving Service___- | 2}; 1,591,805 | 980,877 44, 407 —17 — 36, 470 
5. Reserve personnel 2 43, 029 | 6, 885 | +6, 885 
j. Survivors’ benefits ‘ | —147,000 | ‘ 3 


Total costs__- 24, 925,000 | 306,195 918, 927 ; +612, 7 
Relation of costs to obligations ; 


maaemaeeiuneman 


Total. ; 8, 526 | 24,925,000 | 306, 195 918, $27 : +612, 732 


Net change in base 
Reduction: 
1, Annualize attrition from retired rolls in fiscal year 1957__.._._. —$306, 195 


The attrition of personnel from the retired rolls during 1957, 
when annualized for 1958, results in savings as follows: 


Average Average cost | Amount 
number | 


Enlisted men ak 51.6 $2, 214. 60 
Commissioned officers__-- - ‘ 5 4,644. 29 
Warrant officers : a Bf 3, 150. 96 
Former Lighthouse and Lifesaving Service 37.7 2, 145. 29 





Addition: 


1..Annualization of additions to-retired rolls during: fiscal’ year 
re + $918, 927 
1957 when 
annualized for 1958 results in additional cost for 1958 as follows: 


' 
Average Average Amount 
number | cost 
Enlisted men a 192. 6 $2, 214. 60 | 
Commissioned officers... | 67.5 4, 644. 29 
Warrant officers | 40. 5 3, 150. 96 
Former Lighthouse and Lifesaving Service | 20. 2, 145. 29 | 
Reserve. -- : . 4.0 | , 721. 16 | 


Total 


Total reductions : 
Total additions_____- Hot : +918, 927 


Total, net change in base 





Mr. 
the fis 
» Wil 

Cap 

(Th 


July-—- 
August 
Septem 
October 
Novem 
Decemt 


I 


NOTE.. 
obliga tic 
and reti 
legisla ti: 


305 


MONTHLY OBLIGATIONS 


« | Mr. Gary. What are the obligations under this title by months for 
1) | the fiscal year 1957 to date? 

» Will you please insert that in the record ? 

Captain Arrineton. Yes, sir. 

(The information referred to is as follows:) 


1957 retired pay obligations, by month 





en sets se dh lism indeatenion inital aaa $2, 020, 059 
ids npg ha Sc lg sl pe cl lla al ce 2, 034, 074 
e Ih iccceeinienrsivinesiphoetntancinaaebudie Siacaansemnibhast acini indicia tecaeaaacahinaceishemnetey 2, 046, 454 

an sn nscale ik clei se tna alicia baissama 2, 051, 677 

November ier iinsesialacaaiapeksag balaiaipshidaaaa aikanapiaibaoteal ciliates aie ania aeepeaeeeae 2, 055, 836 
I iy ass tentacle Si capa pk cieeelte acea 2, 056, 009 
it 
: SR eae IN is ccectstnciccesencin clit a ah aadap sable edctcaaatiatas 12, 264, 109 
- Norge.—Estimated obligations for the second half amount to $12,660,891. The monthly 


) @ligations for the year show successive increases due to gradual additions to the rolls, 
6 and retirements which were delayed in the first half because of recent social-security 
18 legislation. 


RESERVE TRAINING 


Program and financing 





1956 actual | 1957 estimate | 1958 estimate 


a ———— EEE 


Program by activities: 




















1. Trainee expense ; . J $2, 457, 764 $A, 012, 035 $7, 916, 365 
2. Operation of training facilities. 80, 981 1, 054, 655 2, 843, 845 
i 3. Construction of ened tiation i. pith babes tebe 1, 100, 645 2, 455, 900 
195 4, Administration. -__- eo 863, 014 1, 485, 610 2, 783, 800 
157, Total program costs_..__- : aS ak 3, 401, 759 7, 662, 945 16, 000, 000 
5. Relation of costs to obligations: 
(a) Costs financed from obligations of other years, 
— NO cde 8 rte ee eS S — 662, 945 Be 
at (6) Obligations incurred for costs of other years, net- 780, 153 |- selpindnds diva. eae acidic ama 
Total program obligations___- e a 4 181, 912 7, 000, 000 Ps 16, 000, ‘000 
— | Finapci 
7 aU SoMigated balance no longer available _ _ ; 89, 088 
Pa | a signs 
e Appropriation (adjusted) ...-......... | 4,271, 000 | 7,000, 000 | “16, 000, 000 
D, ‘i _ -— ——— Kaur Se - + 
6, 195 
927 
hen 
ws: 
nt 
6, 532 
3,40 
7, 613 
4, 407 
6, 885 
18, 927 
1% 
927 
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Obligations by objects 






































| re |. ae 
| 1956 actual | 1957 estimate | 1958 estimate 
SS — SSS i, 
Military: | 
Average number. : i 125 393 8 
Number of military personnel at end of year__.....---.---} 155 | 393 8] 
Civilian: | 
Total number of permanent positions- -. € 4 67 | 68 | 87 
Average number of all employees 23 | 66 85 
Number of employees at end of year | 24 | 68 ° 
Average salaries and grades: “a 
General schedule grades: | 
Average salary .. $3, 556 $3, 611 633 
Average grade _- | GS-4.0 GS-4.0 GS-4) 
01 Personal services: | Sata } | vita) 
Permanent positions: 
Military i $694,503 | $1, 739, 266 $3, 364, 84 
Civilian : 86, 907 | 238, 844 308, 62 
Regular pay above 52-week base Sees ' | 1,25 
Drill and active duty pay of trainees_- 2, 124, 547 | 2, 827, 763 | 65, 552, 875 
Total personal services_____. 2, 905, 957 4, 805, 873 | 9, 227, 263 
C8 SOOO os i capnbbidebes~tnsiaweas 220, 878 | 500, 340 | 1, 244, 935 
03 Transportation of things_-___. 4, 246 28, 850 | 123, 175 
04 Communication services 7, 105 8, 000 | 7, 50 
05 Rents and utility services . 24, 866 76, 000 | 153, 500 
06 Printing and reproduction _- r 5, 657 12, 000 12, 445 
G7 = ae arteaeemn) o6r viees........ on ne ccc ccnsne 739, 949 | 74, 800 1, 507, 500 
08 Supplies and materials. . ; 247, 020 921, 299 2, 248, 092 
09 Equipment. pet. to. seep 26,177 | 199, 238 | 270, 50 
10 Land and structures ie cena ‘ 349, 600 1, 080, 000 
11 Grants, subsidies, and contributions: | | 
Contribution to retirement fund -_-_-_.-.........-...-.--.- sigbsvh is cscnih wi Seaeaeieiitiaeeecabniaime 20, 000 
15 Taxes and assessments._........-.- Ss édkatia semble 57 24, 000 105, 000 
nis, ccd cacdicobamiinsintiabenuacddebdimuasinbiikai 4, 181, 912 7, 000, 000 16, 000, 0 
Budget authorizations, expenditures and balances 
: ones 0 . l “a —e 
1956 actual 1957 estimate | 1958 estimate 
sl itl ie ata ata Sia = aerseenprenen nt . L. monn 2 
BUDGET AUTHORIZATIONS AVAILABLE 
Apprepriation __..._..-- lahat $3, 403, 000 $7, 000, 000 $16, 000, 000 
Transferred from “Acquisition, construction, and improve- | | 
ments, Coast Guard’’ (70 Stat. 173). _- 7 | 868, 000 | _- 
Adjusted appropriation._..__..__- eat | 4,271,000} 7,000,000 | . 16,000,000 
Obligated balance brought forward. __._._.___._-- 259, 983 | 615, 123 | 615, 13 
Total budget authorizations available__- 4, 530, 983 | 7, 615, 123 16, 615, 13 
EXPENDITURES AND BALANCES | 
Expenditures— | 
Out of current authorizations \ f 6,384,877 15, 384, 877 


Out of prior authorizations 


Total expenditures 
Balance no longer available: 
Unobligated (expiring for obligation) 
Other : ; 
Obligated balance carried forward 


Total expenditures and balances... 


Mr. Gary. Next is the item of Reserve training. 
tion for this item for 1957 was $7 million. 


million. The increase is $9 million. 


We will insert in the record pages 387, 388, 389, 390, 


of the justifications at this point. 


; 3, 812, 663 
, 


3, 812, 663 


89, O88 
14, 109 
615, 123 


4, 530, 983 








\ 615, 123 615, 123 
7,000,000 16, 000, 00 

615, 123 615,12 
7,615,123 | 16, 618,12 


The appropria- 


Estimate for 1958 is $16 


391, and 3% 


(Th 
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(The information referred to is as follows :) 
RESERVE TRAINING, Coast GUARD 


8 


Qn 


Analysis of appropriation base for fiscal year 19 







Pa? SOOTONTIAtION,  1G0t. BC ancnnte~cneckuknapdaninRachublumnend $7, 000, 000 
Supplemental appropriation for 1957 











OCRE RDPEORPIRTION, La aah hilo ew hashed inte 
Cost reduction: Activity No. 3, construction of training 


SO ide aiensig- sting dhe geahaaheitenbccetiapehe pepsin ss idea ad $1, 110, 645 
Cost additions : 
POAVILY. No. 1, CFRINAS CXPOTNNO Kai onde cms nes 58, 700 





Activity No. 4, administration..._............... 125, 000 














Sh GCI ON tics icc sa it Sch end hehe casa dectecanondaie 183, 700 
mation of costs to obligations._.....................5, —-@62, 946 
ING, 208 IDG ian cciciigathins weiinecenniseoadeid nga teuidcs babenebeeeemabenbets —264, 000 





Appropriation base for 1958____---____--__-- ilk idee oe ee 6, 736, 000 
Increase over appropriation base for 1958__.........----__--_---- 9, 264, 000 





Appropriation estimate for 1958... 1... ne cnncna 16, 000, 000 
Increase or decrease from total appropriation, 1957_-.__-___- 9, 000, 000 





Comparison of appropriation base with appropriation estimate for 1958 





Appropriation base Appropriation esti- Increase (+) or 
for 1958 | mate for 1958 } decrease (—) 






















Activit te a ei et ne rn oh | ae 
| | | 
| Average Amount | Average | Amount Average | Amount 
positions positions | positions 
| 
telethon enicdiaisncadeaeinatiiaied se 5 ae Pasa eS es apretshtindem ra anit 
1, Trainee expense sal --| $4,070, 735 |...- $7, 916, 365 P $3, 845, 630 
2. Operation of training facilities 172.0 1, 054, 655 | 433. 0 2, 843, 845 261.0 1, 789, 190 
3. Construction of training facilities 2, 455, 900 2, 455, 900 
4, Administration 286. 6 1, 610, 610 462.6 | 2,783,890 176.0 1, 173, 288 
Total costs | 6,736,000 | as “=| 16, 000, GOO |... ; 9, 264, 000 
Relation of costs to obligations Ree ; 
SN cass caroncisuateeneibiea te | 458.6 | 6,736,000 | 895.6 | 16,000,000 | 437.0 | 9, 264, 000 
Adjustment in base (net). ...----..-}-- +264, 000 a — 264, 000 
Total appropriation 1957 and | | | | | 
appropriation estimate for | | | 
NN hainicsitah nieces dec keblaed z ie 158. 6 7, 000, 000 895.6 | 16,000, 000 437.0 9, 000, 000 


' } ' 


GENERAL STATEMENT 


The Coast Guard must train and maintain a Reserve component to augment 
the Regular service in carrying out increased duties in time of war or national 
emergency. Mobilization requires 40,000 trained reservists participating in port- 
security programs in major ports and in manning vessels and aircraft. The 
Reserve training program is designed to accomplish this purpose. The Reserve 
Forces Act of 1955, which amended the Armed Forces Reserve Act of 1952, 
provided the authority to build the Reserve to meet these mobilization require- 
ments and established the types of training which are included in the training 
program. 

The 1958 budget estimate provides for an increase from 8,525 to 12,540 in 
the number of reservists to receive training. Funds to support this increased 
program will be required for the direct training expense of the additional trainees, 
for expanding existing training facilities at Groton, Conn., and Alameda, Calif., 
for establishing 26 additional Organized Reserve training units, for activation 
and operation of a second training vessel, for preparing operating units, to assist 
in training, for intensifying the recruiting campaign, and for augmenting the 
administrative staff to control the expanded program. 
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EXPLANATION OF LANGUAGE CHANGES 


(a) “Repayment to other Coast Guard appropriations for indirect expenses, 
for heer personnel, or Reserve personnel while on active duty, engaged pri- 
marily in the administration and operation of the Reserve program.’ 

The considerably expanded Reserve training program contemplated in 1958 
and future years, in accordance with the Reserve Forces Act of 1955, will require 
an increased number of personnel for the administration and operation of 
training and support facilities. It is the policy to rotate these personnel from 
Regular duty assignments into Reserve training duty and back. Such rotation 
of officers and men to bring a high caliber of active operating experience to the 
Reserve training program means that trained personnel must be made available 
This requirement inereases the number of men undergoing recruit, cadet, ang 
other training, and men in transit, in hospitals, and in disciplinary confinement, 
These are now being financed from the “Operating expense” appropriation, it 
being impracticable to set up small separate training and other facilities charge. 
able only to Reserve training. Experience of the Coast Guard has demonstrated 
that 8 percent of all personnel are in this pipeline group. Recognizing these 
increased costs to operating expenses, this language will permit repayment to 
that appropriation in proportion to the number of direct administrative and 
training personnel. 

(b) Deletion of references to the surplus fund—Certified Claims Act of 1949 
and deletion of references to appropriations by specific years. 

Public Law 798 “To simplify accounting, facilitate the payment of obligations, 
and for other purposes,” repeals the surplus fund, Certified Claims Act of 1949. 
References to this fund are therefore being deleted from the language. 

In addition, further simplification of language is being effected by eliminating 
references to appropriations by specific years. The prince iple of merging the 
appropriations for 3 years into one account in Treasury is being retained since 
it has proven so successful in simplifying accounting. 


Analysis of appropriation base 


| | | z 

| Appropriation alloca- Net change in bas 
tion for 1957 | Adjustments in base | increase 

decrease (— 


Activity 


A verage Amount | Redue- | Additions | Average Am 
: : | 
| positions | tions 1 positions 


1. Trainee expense __ -- ; ..| $4,012, 035 | 
2, Operation of training facilities - 

3. Construction of training facilities 

ft 


Administration 


$58, 700 
1, 054, 655 |. 

1, 110, 645 |$1, 110, is | edt ies 
1, 485, 610 : 125, 000 


pl linaaeel financement 


Relation of costs to obligations — 662, 945 | —662, 945 





Total obligations 


| 
| 

Total costs_......--- ; | 7,662,945 |1, 110, 645 183, 700 
| 


458. 6 7, 000, 000 147, 700 


Net CHANGE IN BASE 


1. Trainee expense (additions) : 
(1) Increase in base pay of trainees_________ : $58, 700 

Public Law 490, 84th Cong., 2d sess., appr ov ed April 

23, 1956, increased the base pay of trainees and re- 

sulted in increased costs of $128,000. The establish- 

ment of 6 organized reserve units budgeted for $58,700 

in 1957 has been deferred until 1958 to help provide 

for the pay increase. Efforts are being made to 

absorb the remaining $69,300. 


Net change in base, activity No. 1 
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3, Construction of training facilities (reductions) : 
(1) Expansion of training facilities at Cape May, N. J — $444, 684 
The expansion of training facilities at the Cape 
May Training Station was begun last year and will 
be completed this year. That portion of the work 
still to be done this year constitutes a nonrecurrent 
cost of $55,684. In 1957, the construction of 2 class- 
room buildings was budgeted for and will be physi- 
eally completed at a cost of $389,000, bringing the 
total nonrecurrent costs to $444,684. 
(2) Establishment of 6 organized Reserve training units____ 
The establishment of 6 organized Reserve training 
units originally planned for 1957 are being deferred 
until 1958 to apply the $58,700 saved toward paying 
for an increase in trainee pay. 
(3) Reactivation of training vessel I_-- 
Funds in the amount of $550,000 for the recativa- 
tion of training vessel I were not received until 
June of fiscal 1956. While an advance payment was 
then made to the yard, the work was not performed 
until this year. To utilize available resources, 
$57,261 of equipment was donated from operating 
expenses for use on the vessel, thus resulting in total 
nonrecurrent costs during 1957 of $607,261. 
Net change in base, activity No. 3._..._._..__._.__._.. —1, 110, 645 


4, Administration expense (additions) : 
(1) Government contribution to civil service retirement and 
pocial eeeGrite - COQ}. cece cce cee eee - +125, 000 

(a) Military personnel were placed under social 

security coverage by Public Law 881, 84th Cong., 

2d sess., with the Government to match the contri- 

bution of the employees. This contribution was 

established at 24% percent by Public Law 880. The 

increased cost to Reserve training will be $105,000: 


Num ber Average 
of per- annual! 
sonnel contribu- 

tion 


Trainees (active duty | $4. 55 $57, 065 
Operational and administrative | | 
personnel... ‘ 47, 935 


Total. ‘ “ ae | 105,000 


(b) Payment to civil service retirement and dis- 
ability fund effective July 14, 1957, pursuant to 
Public Law 854, approved July 31, 1956. The total 
cost to Reserve training as a result of this legislation 
will be $20,000. 


Number | Average | Total contri- 
of posi- | contri- | bution tocivil 

tions | bution | service retire- 
| ment fund 


| 
| 
| 
| 
SE — 


Classified civilians, headquar- 


ters, and field______- $20, 000 


| 
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4. Administration expenses (additions)—Continued 


Net change in base, activity No. 4-~.-~.-~.-24-1.----~ 1-1. +$125, 000 





Relation of costs to obligations: 
Increase or decrease (—) in selected resources 
available for future application to activity 
OUGUE au tikGas su i ee a — 662, 945 
| 
This amount represents the net reduction 
in selected resources available between the 
end of 1956 and 1957. 
In addition to funds appropriated in 1957, 
this $662,945 net reduction in resources rep- 
resents assets such as advances and unde- 
livered orders which are being applied to 
costs in 1957. For this reason, costs will be 
$662,945 greater than the funds appro- 
priated. The effect of this item is to con- 
vert the adjustments in base which are in 
terms of costs to obligational authority. 
TOtel:; MeCUCHONR ee ek Ketlcia — 447, 700 
ROGHS Wil CHOON <a es es +183, 700 


nun |= <= 


Total, net change in base_________~_ 
TRAINEE AND FULL TIME PERSONNEL 


Mr. Gary. Also insert page 401 of the justifications. 
(The information referred to is as follows :) 


~Trainee and full-time personnel in the Reserve training program 


as 


TABLE 
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BREAKDOWN OF PERSONNEL BY GROUPS 


Mr. Gary. Will you give us the present strength by group corre. 
sponding to the table on page 401? 
Captain Arrrneron. I will insert that, sir. 
(The information referred to is as follows:) 
Reserve training personnel, December 1956 
Trainees : 
December $1, 1956 


48 paid drills, 15 days active duty for training__._._.___.________-___- 6, 441 
24 drills, 15 days active dnty for training... ences 299 
eG ne I ithaca Bid rst as chic ingame 0 
I ae IU eU I ieecdashireiassiats nboniciteesetnciamedinansgunsictpinnanpeipiieiacadmbaesteaaiaa 392 

GEAR, CHE Genet Pde athawascs one ace Ecebes ins aielli teen inthe piaabaaaiaae 74 

Total trainees_______-__- = : ide ee ae monn ee 


Full-time personnel (operation of training facilities) : 
Cape May, N. J pa i tac ad th pei och eaee Soe ee : 73 
Groton, Conn___- ‘ 
PS, | SI crete 


Academy, OCS Dain iad ae alc tieatd paeei ca biida wiateaan Coco asatabescaaeiaes ane 6 
Organized Reserve training units______-_______ ia taczaar dienes ia 2 
re a rs ae oe ok eS eee 8&5 
Training vessel IT_ cE Be bo ee ee kd ee ood 

Total, operating personnel i ‘ icc pone ncaoataee 166 

Administration : 

Headquarters Sed aces ; ‘ aoe s 60 
District offices ee 5 142 


Recruiting___- ih ct Mich Ries icpe cpg cm tapigcaibochsiese bahac hay wih ie 2 ce 61 
In training and ineffectives_________ 





Total, administration... ta ere ea ne Se 


DIVERSION OF FUNDS TO AIDS TO NAVIGATION WORK 


Mr. Gary. The committee has a letter from the Acting Secretary of 
the Treasury, dated January 30, 1957, asking approval of a proposal to 
divert $400,000 out of an approximate $700,000 savings in acquisition, 
construction, and improvement to aids to navigation work under the 
same head. 

We will insert this letter in the record at this point. 

(The letter referred to is as follows :) 


THE SECRETARY OF THE TREASURY, 
Washington, January 30, 1957. 
Hon. J. VAUGHN GARY, 
Chairman, Treasury and Post Office Subcommittee, Committee on Appro- 
priations, House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: AS your subcommittee is aware, the volume of marine 
commerce in the navigable waters of the United States is constantly increasing. 
and this steady growth, in turn, has generated new requirements for changes to 
and improvements in aids to navigation so that the waterways may be safely used 
by all types of vessels. This increased use of the navigable waters of the 
United States has also resulted in an increasingly larger number of projects 
to improve the rivers and harbors of the country by the Corps of Engineers, 
United States Army. Thus, the aids to navigation system must be constantly 
changed and improved to keep pace with the demands made of it so that marine 
commerce may continue to use the waterways in safety. 

In carrying out its statutory responsibilities for the establishment, operation, 
and maintenance of aids to navigation to serve the marine commerce of the 
United States, the Coast Guard is not an altogether free agent in the matter. 
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As you know, the Corps of Engineers is continually engaged in projects to improve 
rivers and harbors which have been authorized by the Congress. When these 
are completed, the Coast Guard must mark the improved waterways, as neces- 
sary, to enable them to be used in safety by marine commerce, either by the estab- 
lishment of new aids to navigation or by changes and improvements to existing 
aids. Thus, when the Corps of Engineers proceeds with their river and harbor 
work, a requirement for preper marking is created, and the Coast Guard cannot 


_ ayeid its responsibility to install the proper marking. Since Corps of Engineers 


work receives congressional approval first, and is then phased out to be accom- 
plished within the capability of that agency, the Coast Guard cannot always 
determine, years in advance, precisely when the funds will actually be required 
for the necessary aids to navigation. In consequence, certain of the require- 
ments arise after the fact. 

With half of the fiscal year 1957 now behind us, we find ourselves with a large 
backlog of additional projects which are urgently needed because our planned 
work has been exceeded by the work of the Corps of Engineers and beeause of 
the increasingly heavy volume of marine traffic generally throughout the United 
States and its territories. 

Under the 1957 appropriation of $7,400,000 for the appropriation title “‘Ac- 
quisition, construction, and improvements,” the Coast Guard had allocated 
$400,000 for aids to navigation work. Additional requirements for meeting the 
existing backlog of urgently needed projects is nearly double this figure, but 
staff capability for handling the work during the remainder of the current fiscal 
year imposes a limitation of $400,000 on the amount of additional funds that 
can be used effectively. 

In connection with the above, you are advised that savings have developed 
in other phases of the budget program under this appropriation which amount 
to approximately $700,000. These savings have occurred by reason of downward 
adjustments of prior year aircraft procurement obligations. The savings have 
heen reported to the Bureau of the Budget and have been placed in reserve 
muder currently approved apportionment schedules, Accordingly, the situation 
with respect to additional requirements to meet the urgently needed aids to 
navigation work referred to above can be met by the release, for this purpose, 
of $400,000 of the $700,000 now held in reserve. Since such action would mean 
a departure from the budget program for the fiscal year 1957 previously ap- 
proved, clearance and approval thereof by your subcommittee is being requested 
so that we may proceed with this much-needed work. At the same time, such 
action would avoid the necessity of seeking additional appropriations for this 
purpose in the fiscal year 1957. 

You are advised that this proposed action has the approval of the Bureau 
of the Budget. 

Very truly yours, 
Davip W. KenpDaALt, 
Acting Secretary of the Treasury. 


Mr. CanrreLp. Mr. Chairman, from what you have told me about 
this request and from the admiral’s documentation in his presentation, 
and the letter which you have shown the committee, I think it is very 
much in order that we should go along with Treasury’s request. 

Mr. Gary. Without objection on the part of the committee that 
request will be approved. 

Thank you, gentlemen. 
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BUREAU OF NARCOTICS 
WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 

G. W. CUNNINGHAM, DEPUTY COMMISSIONER OF NARCOTICS 

H. L. GIORDANO, ASSISTANT DEPUTY COMMISSIONER OF NARCOTICcs 
JAMES G. LEWIS, BUDGET OFFICER 


Mr. Gary. The committee will come to order. 

We will take up this afternoon the budget request of the Bureay 
of Narcotics. 

At this point in the record we will insert pages 220, 221, 229, and 
223 of the justifications. 

(The information referred to is as follows :) 


Program and financing 





1956 actual | 1957 estimate | 1958 estimate 


| 





Program by activities: | 
1, Administering and enforcing the Federal narcotic and | 
$3, 046, 535 

















Mian li ss ee x $3, 383,400 | $3, 700, 105 
it OO IO iis 5 heii schinc gudesseedsewsssieesd 63, 051 66, 600 | 70, 895 
Total obdigstiona ........--.-.--..2.-2.0. 2.0 3,109,586 |  3,450,000| 3, 780,00 
Financing: 
Unobligated balance no longer available --................ BO OIG feiss nen sishcnivaiitn aha 
PENN & dicapastcoocatnupdesundoctunceentetinnsd 3, 145, 000 | 3, 450, 000 3, 780, 000 
Comparative statement of workload 
| i954 | 1955 1956 | 1957 | 1088 
| actual | actual actual | estimate | estimate | 
Sevasteniasseienasdiieetsadileiginimdesoathalh adieslasnsiwieaia tarmac teen emanate abe Beas eae te ee he 
Cases completed for prosecution: | | 
1, Narcotics: | 
(a) Registered persons. eae 184 156 129 100 | 100 
(6) Unregistered persons. 1, 894 1, 898 | 1, 787 1, 800 | 1,780 
2. Marihuana. .-.---..- ae 753 537 433 400 | 400 
Total cases completed for prosecution 2, 831 | 2, ; 501. 2, 349 | 2, 300 | 2,250 | 


Other dispositions: 





1. Cases showing no criminal violations___. 36,333 | 37,334 36, 824 37, 000 | 37, 000 
2. Cases involving theft, military assistance, ete. 1, 545 | 1, 675 1, 798 | 1,900 1,900 
3. Assistance to local authorities: | | 
(a) Requests handled_- re 5, 75¢ 7, 769 11, 595 16, 000 18, 000 
(6) Requests unable to handle... 3, 704 | 2,858 | 3, 994 2, 000 2, 000 
Total dispositions__.--. 50, 166 52, 207 | 56, 560 59, 200 r 61, 10 
Active investigations at close of fiscal year--- 7, 128 | 6,011 | 5, 513 j ‘000 | 5, 000 
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~ 
(. > ° 
Obligations by objects 
— = PM aL See vie ee ee ae eee 
| 1956 actual | 1957 estimate | 1958 estimate 
ae — —|- 
Total number of permanent positions. __._...........-..--...- | 389 429 | 443 
Average number of all employees- - --._- ‘i 380 414 435 
Number of employees at end of year- -_- 373 425 439 
yerage salary and grades: i rT CS TE, 
‘ICs : General schedule grades: 
Average salary _-. Ree eh = $5, 514 $5, 517 $5, 583 
Average grade __- rm GS8-7.9 GS8-7.9 GS-7.9 
0) Personal services: pad > a 
Permanent positions $2, 125, 570 $2, 274, 199 $2, 400, 205 
re Regular pay above 52-week base. : | 8, 075 leieee aa , 9, 193 
au Payment above basic rates__- .| 209, 307 244, 306 267, 350 
Total personal services. | 2,342, 952 2, 518, 505 2, 676, 748 
and | @ Travel___- 191, 973 256, 234 269, 791 
pemeporcation of things... ...... 2.222. nese ncee 19, 043 16, 500 16, 500 
# Communication services...............-..-- iia data 64, 062 55, 500 56, 000 
LGIOED UEEAIEGY OBE ROE ies ono erg nase nemdoenasones 7, 357 6, 247 6, 247 
# Printing and reproduction ase 10, 538 11, 000 11, 500 
7 Other contractual services._.........-.- intial 144, 209 155, 900 156, 900 
8 Supplies and materials_._............-- dating’ -| 101, 714 104, 922 105, 922 
Purchase of evidence___. ==] 186, 121 269, 700 269, 700 
—— | % Equipment jccceas eae san atmodel 10, 682 21, 100 22, 300 
i ll Grants, subsidies, and contributions: Contribution to 
imate retirement fund _. ia dda abot ue dd dnipn date webaanaennans lass ™ 153, 000 
— 13 Refunds, awards, and indemnities__ -___- s B 30, 514 34, 000 35, 000 
15 Taxes and assessments_...................- ‘ 421 392 392 
08, 105 ets) GRGNNION. 2. busin cc caneie J 3, 109, 586 3, 450, 000 3, 780, 000 
70, 895 ielaccio 
780, 000 Budget authorizations, expenditures and balances 
ae ee a 7 
780, 000 1956 actual | 1957 estimate | 1958 estimate 
BUDGET AUTHORIZATIONS AVAILABLE 
A eo — sini as unin nih apc tinh sll nis ential ieidipsigl $3, 145, 000 $3, 450; 000 $3, 780, 
— ob igated balance brought forward _ -_-_-- o besiaeeneiteites thi codeine 221, 504 158, 556 211, 163 
1958 Restored from certified claims accounts - _-------- schon peptone a iat aaeidcmiiaath TE Reiiadcnieice 
imate Total budget authorizations available.__........_....-- 3, 366, 504 3, 609, 565 3, 991, 163 
EXPENDITURES AND BALANCES 
100 Expenditures— ; 
1, 750 Out of current authorizations. -_..................-.....- 2, 951, 476 3, 244, 437 3, 532, 000 
"0 Out of prior authorizations. -____-..--- 188, 314 153, 965 206, 000 
ren | Total expenditures..____.. _.| 3,189,790 | 3, 398, 402 3, 738, 000 
” Balance no longer available: 
37.000 Unobligated (expiring for obligation). ....................- Gs Rentini oeecntnsse. be 
11900 i macs - ? paieneaete 32, 744 j..-.- saa es 
’ Obligated balance carried forward... ............-....-.___--- 158, 556 211, 163 253, 163 
io Total expenditures and balances-...............-.-...-- 3, 366, 504 3, 609, 565 | 3, 991, 163 
61, 150 
— 
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SALARIES AND EXPENSES, BUREAU OF NARCOTICS 
Analysis of appropriation base for fiscal year 1958 


Regular appropriation, 1957 aet__ Steen Eeee 


-..-~ $3, 250, 009 
Supplemental appropriation for 1957_ 


ai cep ies a = anand eaatale 200, 000) 


Total appropriation, 1957 : ee : . 3,450, 0% 
Additions: 
1. Administering and enforcing the Federal narcotic and 
SU ke ee Se $197, 467 


cen UI MMUUNU AND cit 2 on i si ch ron tnd even nase 54 4, 295 
————- 201, 762 
Appropriation base for 1958______ scanned cated ae ee 


Increase over appropriation base for 1958__ iat es 128, 238 


saltncabdcdeai PEE be 3, 780, 000 





Appropriation estimate for 1958_ 





Increase or decrease from total appropriation, 1957__.._--____ 330, 000 





Comparison of appropriation base with appropriation estimate for 1958 





Appropriation base Appropriation esti- | Increase (+) or 
for 1958 | mate for 1958 decrease (—) 
Activity ee Skids es ie wile eicgetinns Sette ds i 
| Average | Amount | Average Amount | Average | Amount 
positions positions positions 
} } } } } 
1, Administering and enforcing the | 
Federal narcotic and mari- | | | 
huana laws : soz} 406 | $3, 580, 867 | 428 | $3, 709, 105 22 | $128, 238 
2. Executive direction. ____. 7 | 70, 895 7 | 70, 895 a 
Total sccesct 413 | 3, 651, 762 | 435 | 3, 780, 000 | 22 | 128, 238 
Adjustment in base (net)..__.___- EN To iene beeaninenel 1 | 201, 762 
Total appropriation, 1957, | | | 
and appropriation estimate | 
for 1958____. 7 ot 414 | 3,450,000 435 3, 780, 000 21 330, 000 


GENERAL STATEMENT 


The act of June 14, 1930, created the Bureau of Narcotics and charged it with 
the investigation, detection, and prevention of violations of the Federal narcotic 
and marihuana laws. It supervises the administration of those sections of the 
Internal Revenue Code relating to narcotic drugs and marihuana, the Opium 
Poppy Control Act of 1942, and related statutes, including the administration 
of the permissive features of the Narcotic Drugs Import and Export Act. It 
cooperates with the Bureau of Customs in enforcing prohibitive features of the 
latter act. With the cooperation of the Public Health Service, the Bureau of 
Narcotics determines the import quotas of crude opium and coca leaves. It 
cooperates with the Department of State in the discharge of the international 
obligations of the United States concerning the traffic in narcotic drugs and it 
cooperates with the several States in the suppression of the abuse of narcotic 
drugs and marihuana under their respective jurisdictions. 

The chief sources of supply for illicit narcotic drugs continue to be Com- 
munist China, France, Italy, Lebanon, Turkey, and Mexico. Well-organized 
gangs manage to smuggle these drugs through our ports and across the borders. 
A small percentage of drugs used by addicts in this country are diverted from 
licit channels. 

The Bureau has no justification at this time to change its estimate of from 
50,000 to 60,000 drug addicts in the United States. The program initiated in 
1953, in cooperation with State and local authorities, to make a realistic count 
of these addicts, continues. Reports indicate that heroin continues to be the 
chief drug of addiction. There are also indications that certain members of 
professional and subprofessional groups are addicted to synthetic drugs. 

Addicts under 21 years of age continue to represent about 10 percent of the 
total number, while the majority (approximately 60 percent) are in the 21 to 
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s,age group. Male addicts outnumber female addicts in a ratio of 4 to 1. The 
majority of these addicts are concentrated in the larger cities of the United 
States where the supply of narcotic drugs is most readily available. 

The Bureau of Narcotics continues to cooperate with local and State enforce- 
ment agencies when such cooperation is requested and wherever it is possible 
todo so. The assignment of State and local narcotic officers to our various dis- 


‘trict offices throughout the United States for specialized training in technical 


and undercover procedures is a phase of this cooperation. 

Under the provisions of the Narcotic Control Act of 1956, a Division of Statis- 
tics and Records has been organized in the Bureau of Narcotics. This division 
will eatalog and file all information with reference to narcotic addiction and 
related violations and will furnish this information to Federal, State, and local 
authorities for their official use. It is anticipated that this program will facili- 
tate enforcement at Federal, State, and local levels. 

The Bureau of Narcoties has also organized a training school in Washington, 
p. C. for State and local narcotic enforcement officers pursuant to provisions of 
the Narcotic Control Act of-1956. Training in all phases of narcotie enforce- 
ment methods and techniques is provided. The first session commenced on 
October 1, 1956, and classes will be held thereafter beginning on the first Mon- 
day of each month. It is anticipated that as a result of the training of local 
officers much benefit will be derived by the increased ability and skill of these 
trained local officers to take more positive independent action in their special 
areas. 

It continues to be the policy of the Bureau of Narcotics to concentrate its 
major efforts against narcotic violators known or suspected of being sources 
of supply, interstate offenders, and international illicit traffickers. The Bureau 
is endeavoring to place special emphasis at the international level in attempting 
to reduce the flow of illicit drugs destined for the United States. 

It is the policy of the Bureau to encourage the larger cities to organize and 
maintain narcotic squads to investigate violations of local character. The re- 
sults of this policy can be measured by the fact that there are now 8&5 enforce- 
ment personnel operating at the State level in 13 States and 527 enforcement 
officers organized in 59 cities or a total of 612 non-Federal enforcement 
personnel throughout the United States. In many instances, upon request 
of local authorities, Bureau agents cooperate with these squads especially 
in those cases where the evidence suggests interstate traffic and where the 
local enforcement officers do not have funds with which to purchase narcotics. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive changes in the language requirements for 1958. 


Analysis of appropriation base 

















| 


tienen geste aii lata tte i ee 


Appropriation allo- Net change in base 
cation for 1957 Adjustments in base inerease (+) or de- 
crease (—) 
Activity pe Lie m 
Average | Amount Reduc- Additions | Average [| Amount 
positions | tions | | positions 
ase ie cajseae neni | eee == | = 
ent | 
1, Administering and enforcing the | | | } 
Federal narcotic and mari- | | 
huana laws wil 407 $3, 383, 400 [-se00-45-| $197, 467 | —] +-$197, 467 
2. Executive direction wh 66, 600 | 4, 295 | +4; 295 
Total activities__- P ‘ 414 3, 450, 000 201. 762 | —1 | +201, 762 
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Net change in base 


1. Administering and enforcing the Federal narcotic and marihuana 
laws (addition) : 
Annualization of 28 narcotic agents authorized in Second Supple- 
mental Appropriation Act, 1957, $34,779; 15 percent premium 
pay for same, $4,786; 
Additional pay for service abroad, $1,250; travel expense, $4,950_ $45, 765 





i: day'e: pay; above: GS-week DRG0.6 snc heh hk Sekirei 8, 794 
Government contribution to civil-service retirement and dis- 

Mei = BANG [CONG codes heehee nnnineeked<malsiiaenncd 142, 908 

a 

Sparen, in appremrnhint TOGG.6 64s kts clesisecens 197, 467 

2. Executive direction (addition) : 

Di-Gay' se Mae BOVS TAHOE, DUNC aac eens ses eciiewmich nnn 249 
Government contribution to civil-service retirement and dis- 

CTR: TON : ORR sd tee sisi a ee lee 4, 046 

Increase in appropriation base____.__.__._-_-.----------~ 4, 295 

Net increase in appropriation base_.___.____..-___--___-__ 201, 762 


Mr. Gary. It appears that the appropriation for 1957 for the 
Bureau of Narcotics was $3,450,000: the estimate for 1958 is $3,780,000, 
which is an increase of $330,000. 

We have Dr. Anslinger with us today, the Commissioner of Nar- 
cotics. 


We shall be very glad to hear from you at the present time, Doctor. 
GENERAL STATEMENT 


Dr. Anstincer. Mr. Chairman and distinguished members of the 
committee, I have a brief statement here. 

The Bureau of Narcotics is responsible for the investigation, detec- 
tion and prevention of violations of the Federal narcotic and mari- 
huana laws, and of the Opium Poppy Control Act and Narcotic Drugs 
Import and Export Act. 

To perform these functions during fiscal year 1958, it is estimated 
that the budget requirements will be in the amount of $3,780,000, or 
an increase of $330,000 over the total amount appropriated for the 
current year. Included in this increase is $146,954 for the Govern- 
ment’s contribution to the civil-service retirement and disability fund. 
The balance of $183,046 will provide for the annualization—$45, 
765—of the narcotic agents provided for in the Second Supplemental 
Appropriation Act, 1 additional day of pay in 1958—$9,043—and an 
amount of $128,238 for the employment of 18 narcotic agents and 4 
supporting clerks with the necessary related operational expenses in- 
volved in this staff adjustment. 

The Bureau continues to focus its attention toward the chief sources 
of illicit supplies of narcotics. This requires the stepping up of efforts 
at the interstate and international levels of operations where the con- 
traband becomes destined for the United States and involves pene- 
trating into highly organized gangs engaged in smuggling and dis- 
tributing the illicit drugs. Constant vigil over the suspects is neces- 
sary to establish proper evidence as a basis for satisfactory disposal 
of such cases either through legal action in the United States or by 
destroying clandestine laboratories and elimination of the illicit traf- 
fickers with the assistance of foreign governments in accordance with 
their established procedures. 
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A major step in implementing the Bureau’s policy of lending effec- 
tive assistance to State and local governments has been taken by organ- 
ing the Federal Bureau of Narcotic T raining School under provi- 
sions of the Narcotic Control Act of 1956 with the first class com- 
mencing October 1, 1956. The first 3 classes graduated a total of 75 
persons selected to attend this specialized training by various law- 
enforcement agencies in the United States and Puerto Rico. The 
results of these classes held each month should in due course prove 
materially beneficial to the Bureau by reducing the excessive backlog 
of requests for Federal assistance on cases of a local nature. Infor- 
mation presently available indicates that the opportunity for this 
training is receiving enthusiastic response by these agencies and appli- 
cations are increasing as local funds materialize ‘for this purpose. 
Applications presently being received are at such a rate to complete 
the quota for classes scheduled for several months ahead. 

The Narcotic Control Act of 1956 has been implemented further 


ans 2 wd 232 

















the | with the establishment of a Division of Statistics and Records which 
99, | will catalog and file information concerning narcotic addiction and 
’ 


related violations and will furnish this information to Federal, State, 
and local authorities for their official use at these domestic levels. 

Increased penalties, restrictions on probation and suspensions of 
sentence or parole of the illicit traffickers provided in the Narcotic 
Control Act of 1956 are having the desired effect according to current 
information being furnished by the field offices. The act has been 
in effect only since July 1956, and more time will be needed to deter- 
mine a definite manpower goal. Assuming that the results will con- 
tinue to be favorable, the Bureau is making a conservative request 
for additional agents for fiscal year 1958. 

It has been possible to make a sizable increase in the number of 
narcotic agents assigned overseas as well as in problem areas in the 
United States—New York City, Chicago, California, and Texas— 


ted | from funds made available in the Sec ond Supplemental Appropria- 
, or | tion Act of 1957. As soon as those funds became available, a positive 
the | recruitment program was commenced. To qualify, an applicant must 

















ym- | meet very high standards in educational background, lingual quali- 
nd, | ties, color, race, undercover skills, versatility, and adaptability. Ex- 
45, | perience during the first few months of recruitment has shown that 
ntal | persons presently available meeting these qualifications have been 
1an | limited in number. Notwithstanding this fact, together with normal 
d 4 | time consumed in completing character investigations, a significant 
jn- | Wgmentation in the agent staff has been effected even though this 
increase has been offset by a considerable number of retirements and 
rces_| other turnover in personnel. There are at present a sufficient number 
rts | f applicants in the final stages of selection to meet a satisfactory re- 
on- | ‘ruitment goal for this fiscal year. 
ne- | Present information indicates that as a result of the increased penal- 
dis- | ties those traffickers persisting in illicit narcotics traffic have become 
ces- | *xtremely cautious in their operations which complicates the investi- 
osal | gations. To meet this situation, the Bureau is placing greater em- 
. py | Phasis on surveillance which requires more time spent by narcotic 
raf. | wgents before proper evidence can be established for their apprehen- 
ith | 90n. To furnish this necessary round-the-clock surveillance in han- 


dling the more difficult cases more agents are needed in certain 
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locations in the United States and also to undertake investigations 
and assist in the prosecution of cases in foreign countries where know) 
key sources of supplies exist. At the present time, it is believed that 
the increase in agents requested for fiscal year 1958 will substantially 
fulfill this requirement. q 

The Bureau’s accomplishments over the past year in both domestic 
and foreign areas have been very satisfactory. There is attached g 
summary of the more important cases over that period. 


DIGEST OF CASES 


Mr. Chairman, I have a digest of cases which covers the period 
from January 1 to December 1, 1956. They cover a wide area, and 
you will see from these cases the substantial effort made by us in going 
after the illicit trafficker, the major traffickers. , 

Mr. Gary. It may be inserted in the record at this point. 

(The information referred to is as follows:) 


IMPORTANT NARCOTIC CASES, JANUARY 1 TO DECEMBER 1, 1956 


NEAR EAST 
Turkey 

Two highly dangerous investigations were completed at Kirikkale, Turkey 
on December 23, 1955. Ali Riza Demirel and Amzi Demirtas were arrested and 
150 kilograms of opium were seized. About an hour later Turkish police arrested 
a competing gang including Nadir Alpten, Fazli Beden, Ismet Karakavak, Meb- 
met Dedebas, Fuat Kuscu, Naci Azikgoz, and Ismet Tasdan; 150 kilograms of 
opium were seized. These defendants were armed with 6 pistols, a sword, and 
5 daggers, all of which were seized. Both cases were made jointly by Turkish 
police and a United States narcotic agent working undercover. 
Lebanon 


On March 12, 1956, Lebanese officials at Beirut, assisted by a United States 
narcotic agent, arrested Mahmoud Kanani and seized about 3 kilograms of 
morphine base. Yones Fayad, an associate of Kanani, escaped and is a fugitive, 

On May 19, 1956, Lebanon customs and police officials, assisted by a United 
States narcotic agent, arrested Omar Makkouk and seized a complete clandestine 
laboratory, and about 6 kilograms of morphine in various stages of preparation, 
including liquid which needed only precipitation process. Makkouk was one of 
the most important and longtime illicit narcotic traffickers in Lebanon. He had 
been a fugitive from a narcotic case investigated by another United States 
narcotic agent in 1954. 

On June 18, 1956, Lebanon customs officials, together with a United States 
nareotic agent, arrested Paul Rabier, a seaman, and seized about 23 kilograms 
of morphine base and 100 kilograms of opium. His source of supply and well- 
known trafficker, Ali Halawi, was also arrested. Halawi recently was acquitted 
of a narcotic charge. The seized narcotics were destined for a clandestine 
laboratory in France, currently under investigation by French authorities and 
the United States Bureau of Narcotics office in Rome, Italy. 

On August 16, 1956, customs officers at Beirut, Lebanon seized 12 kilograms 
of heroin, a complete clandestine heroin laboratory, and arrested Afif Mneymni. 
Mustafa Al Harris, owner of the laboratory, and his associate Mohammad Al 
Malei, became fugitives. During several months before this seizure. a United 
States narcotic agent stationed in Beirut had cooperated with Lebanon authori- 
ties in the investigation of this gang. 

Tran 


A United States narcotic agent, closely cooperating with Iranian authorities 
at Teheran, Iran, on March 15, 1956, arrested Kaliopi Kalogrides, a chemist 
with a long history of illicit activities, Rahim Selmasi, Djalil Maher, Hasan 
Levender, and Reza Zolfaghari and seized 11% kilograms of morphine base and 
a complete clandestine laboratory. This was the first time a United States 
narcotic agent has assisted Iranian authorities by initiating the 
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EUROPE 
France 

On August 10, 1956, at Le Havre, France, four defendants were arrested and 
{ kilogram of heroin was seized after an undercover agent of the Detroit office 
of the Bureau of Narcotics initiated the case through his introduction a few 
months earlier to Egbert Theodore Gordon in Detroit. Gordon offered to obtain 
heroin in kilogram quantities from his French source, Madani Bessedik, owner 
of a bar on the Le Havre waterfront. ; 

An agent of the Rome office of the Bureau of Narcotics, posing as the criminal 
partner of the Detroit agent, met Gordon and Bessedik in Le Havre, and arrested 
them when they delivered 1 kilogram of heroin to him. Others arrested were 
Messaoud Haddouche of Paris, and Ben Kemoum, who carried the heroin from 
Paris to Le Havre. French police surveillance made possible the arrest of these 
two North African Arabs. 

Gordon admitted he had previously smuggled 15 ounces of heroin to an unidenti- 
fed person in Boston. The Paris defendants were willing to sell several kilo- 
grams of heroin, but because they required payment in advance of delivery, it 
was not possible to make a larger seizure. 


Italy 

Information furnished by a United States narcotic agent in Rome, Italy, led 
to several weeks of difficult negotiation between this agent, Italian police, and 
gangster narcotic traffickers Narcico Fasciolo, Antonio Marchese, Luigi Comes, 
and Pierre Simoni, who were arrested on April 9, 1956, by Italian police in Genoa. 
About 214 kilograms of heroin were seized. 

On October 7, 1956, Joe Pici and Michele Cerami, well-known narcotic traf- 
fckers, Ferruccio Zeviani, and seven other defendants were arrested at Milan, 
Italy, for possession of an illicit alcohol distillery and a large quantity of alcohol. 
At the same time 130 grams of ethylmorphine (Dionin) and 10 grams of codeine, 
which had been stolen from a narcotic registrant, were seized. 


Canada 

The Bureau of Narcotics received information that resulted in the seizure on 
November 10, 1955, by Canadian authorities, of about 14 kilos of pure heroin 
from the French steamship St. Malo and the arrest of Roberto Thomas Bianchi 
Maliverno, who admitted ownership of the heroin. Maliverno was sentenced 
to5 years in the penitentiary. In March 1956, the Canadian Government ap- 
pealed the inadequacy of this sentence, whereupon the appeal court increased 
the sentence to 10 years. Two Bureau of Narcotics agents participated in the 
investigation. Maliverno is suspected of direct association with the activities 
of Nathan Behrman, arrested November 3, 1955, in New York. 


LATIN AMERICA 

Puerto Rico 

During June 1956, Puerto Rico authorities arrested about SO persons, after sev- 
eral months of intensive undercover investigations. Several members of the 
ring escaped to New York City. Two agents of the Office of Special Investiga- 
tions, Treasury Department of Puerto Rico, were assigned to the New York 
(fice of the Bureau of Narcotics to apprehend six fugitives. Within 4 days, 
these agents, assisted by Bureau of Narcotics agents, arrested 5 of the 6 fugitives. 


UNITED STATES 
Yew York 

On June 29, 1955, at Newark, N. J., Charles Campisi, 1 of 7 brothers who are 
well-known to Newark police, sold about 9 ounces of heroin to a Federal nat 
cotie agent, working undercover. On August 3, 1955, Ugo Giampaoli and Aniello 
Santagata, who had previously sold several ounces of heroin to a Bureau of 
Narcotics agent, were arrested in New York. Santagata pleaded guilty on 
December 15, 1955, and was sentenced to 4 years in prison and fined $1,500: 
Ciampaoli pleaded guilty and received a sentence of 4 years and was fined 
$1,000. Charles Campisi became a fugitive. 

The Campisi brothers are associated with top-echelon Mafia gangsters, in 
duding Salvatore Lucania (Lucky Luciano), notorious narcotic violator who 
was deported to Italy, Settimo (Sam) Accardi, narcotic fugitive recently located 
l Sicily, and Cristoforo Robino, presently a narcotics fugitive. This gang 
irgely controlled the heroin traffic in New York and was a major source of 
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heroin for most of the United States. They have smuggled enormous quantities 
of heroin into the United States. 

Thomas Campisi was indicted by a Federal grand jury at Newark, N. J., on 
September 7, 1955, for sale of heroin to an undercover narcotic agent. He be. 
came a fugitive until January 22, 1956, when he was arrested at Newark. He 
was being held in $125,000 bond. His arrest came about as a result of the arrest 
of his son Peter Richard Campisi, who was found to be a narcotic addict in 
possession of a small quantity of heroin and paraphernalia used by addicts. 
On November 16, 1956, Thomas Campisi was sentenced in Federal court in 
Brooklyn, N. Y., to 8 years in prison. 

Edward Sandello (alias The Bang), a top heroin dealer on the east coast whose 
activities have been linked with Lucky Luciano, was arrested by New York agents 
of the Bureau of Narcotics on January 27, 1956, in possession of about 8 ounces 
of heroin found in the upholstery of a chair in his luxurious apartment. Mix. 
ing paraphernalia, and a .88 caliber revolver were also seized. Three prelim. 
inary purchases had been made from him and his associates. Before Sandello’s 
arrest, his two runners Vincent De Fillippis and Domenick Sanducci, had been 
arrested by New York City narcotic officers, who seized from them about 78 
ounces of heroin and cocaine. Sandello had 8 previous narcotic convictions 
and 2 convictions for assault and robbery. He was sentenced in Federal court 
in Brovklyn, N. Y., April 5, 1956, to 15 years in prison and fined $2,000. 

On February 8, 1956, agents of the New York office of the Bureau of Narcotics, 
assisted by \ew York City detectives, arrested Vincent Maconi (alias Ralph 
Bonghese) and seized about 39 ounces of heroin from him. He had recently 
completed a (—year State prison term for armed robbery. On June 20, 1956, he 
was sentenced in New York State court to 5-8 years in prison. 

On February 18, 1956, Bureau of Narcotics agents arrested Benedetto 
Cinquegrana and Wong Gum Hoy in New York City, and seized about a half 
pound of heroin from Wong Gum Hoy, who had previously sold to undercover 
agents about 18 ounces of heroin. Fingerprint comparisons identified Wong 
Gum Hoy as Wong Deep Pon, a fugitive of several years in a Massachusetts 
narcotics case. On April 23, 1956, Wong Gum Hoy was sentenced in Federal 
court in New York City to imprisonment for 5 years; on May 7, 1956, Cinque 
grana was sentenced to 2% years. 

On March 14, 1956, agents of the New York office of the Bureau of Narcotics. 
assisted by New York City police, arrested Louis Matos and Marie Moon Ortiz 
(alias Mary) and seized about 15% ounces of heroin, 51 marihuana cigarettes, 
and considerable paraphernalia for cutting and packaging narcotics. Matos 
used his fruit and vegetable stand as a front for his narcotic activities. On 
August 7, 1956, Matos was sentenced in New York State court to 31% to 7 years 
in prison. On August 8, 1956, Marie Ortiz was sentenced from 214 to 31% years. 

Lawrence Iarossi (alias Larry Nose), a major narcotic law violator for sev- 
eral years, was arrested on April 24, 1956, by agents of the New York office of 
the Bureau of Narcotics who seized from him 1 ounce of heroin and 414 ounces 
of quinine. On June 1, 1956, he was sentenced to imprisonment for 4 years. 

Information that Iarossi had a partner known as “Nicky Yatz” led to an 
extensive investigation that resulted in the arrest in New York City on July 10, 
1956, of Flora Pepe in possession of about 19 ounces of heroin, one-quarter ounce 
of cocaine, and a considerable quantity of paraphernalia for diluting and pack- 
aging narcotics. On July 11, 1956, Nicholas Buono (Nicky Yatz) was arrested 
when he was found to be occupying the apartment in which the narcotics had 
been seized the previous day. On October 1, 1956, Buono was sentenced to 5 years 
in prison and Flora Pepe to 2 years. Buono has a criminal record dating back 
to 1934. 

During May 1956, Rosario Nick Colletti made two 1l-ounce sales of heroin 
to an undercover agent. On August 15, 1956, narcotic agents arrested Colletti 
and Jack Russo as Russo delivered one-quarter kilogram of heroin to Colletti. 
Because of this offense, Colletti facgs 3 years in prison for violation of parole 
in a previous narcotic conviction. 

On June 14, 1956, agents of the New York office of the Bureau, with detec- 
tives of the New York City Police Department narcotic squad, arrested Dom- 
inick Fussa (alias Domingo) and his common-law wife, Dolores Maisonet, in 
possession of about 714 ounces of heroin, 8 grains of cocaine, 200 grains of mari- 
huana, and considerable paraphernalia used in cutting and packaging narcotics. 
These arrests resulted from about 2 weeks of surveillance in an effort to locate 
Fussa’s plant and to identify his source of supply. Fussa, of considerable im- 
portance on the narcotic traffic as a supplier of several West Side addict pushers, 
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sold only packages of one-quarter ounce or less to avoid a felony charge in 
State court if arrested. 

Antoine D’Agostino (alias Michel Sisco), notorious international narcotic 
trafficker who had been a fugitive since his indictment in Federal district 
court at New York City in July 1951, for conspiracy to violate the Federal nar- 
cotic laws, Was arrested on March 7, 1955. He pleaded guilty in New York 
City on May 31, 1956, and on June 7, 1956, was sentenced to imprisonment for 
9 years. After he has served this sentence, D’Agostino will be extradited to 
Canada for trial on charges of narcotic law violation. He is under death sen- 
tence by French authorities for treason. 

Between April and July 1956, agents of the New York office of the Bureau 
of Narcotics purchased three-fourths kilogram of pure heroin from a group 
of racketeers headed by the notorious Joe Gernie and Alphone Mosca. On 
August 6, 1956, agents arrested 3 of Gernie’s customers—Joseph Edwards, Al- 
pert Mobley, and Benjamin Harrell, Jr.—and seized 2 ounces of heroin. On 
September 18, 1956, agents arrested Gernie and Michael Mayer, and seized 
one-half kilogram of pure heroin and 38 ounces of adulterated heroin. Philip 
Buzzeo, another customer of this group, was arrested on October 2, 1956. On 
September 20, 1956, in Federal court at New York City, Mobley was sentenced 
to 2 years in prison and Edwards to 2% years. ‘ 

On August 1, 1956, an undercover narcotic agent in New York City purchased 
9 ounces of heroin from Norma Hill and John Aversa, members of an organiza- 
tion that has been supplying large quantities of heroin throughout the United 
States. On August 8, 1956, an agent purchased 214 ounces of heroin from these 
defendants. On October 25, 1956, 2 ounces of high-grade heroin were purchased 
from Aversa and John Di Pietro, and delivered by Salvatore Zito. On October 
30, 1956, narcotic agents arrested Di Pietro and Zito as they delivered about 75 
ounces of heroin. The same day agents arrested Florio Isabella, John Aversa. 
Dominick Trucella (Trucello), and Norma Hill. Most of these defendants are 
reputed to be major narcotic law violators. 

On September 5, 1956, agents of the New York office of the Bureau of Narcotics 
arrested Stanley Halprin and Albert Silverman after an undercover agent had 
made four purchases of heroin from them. Charles Agro, Halprin’s source of 
supply, was arrested September 6, 1956. Halprin previously was convicted of 
smuggling 85 pounds of marihuana from Mexico to Texas and then to New 
York City. 

On August 3, 1956, Daniel Monfort was arrested by agents of the New York 
office of the Bureau in possession of about 75 ounces of heroin that he was about 
to deliver to an undercover agent. Two previous purchases totaling 10 ounces of 
heroin had been made from Monfort by undercover agents. During September 
and October about 8 ounces of heroin were purchased from Anthony Rocco 
Flamio and his brother Rocco Thomas Flamio. On November 19, 1956, the Flamio 
brothers were arrested in possession of about 52 ounces of heroin as they were 
about to deliver it to an undereover agent. On the same day Frank Bassi, Jr., 
was also arrested. 

Anthony Rocco Flamio, an important violator, is an associate of Joseph Baione 
(alias Geengi) and Anthony Mancuso (alias Tony Nose). In 1953, Plamio was 
convicted for a narcotic violation for which he was sentenced to 2 years in Fed- 
eral prison. He also has served 3 years in prison for burglary. 

In August 1956, agents of the New York office of the Bureau learned that Joseph 
P. Marini (alias Joey) was obtaining heroin from the Mulberry Street section of 
New York City and selling it in one-quarter-ounce packages in Greenwich Village. 
On August 7, Marini was arrested and a search of his premises revealed 6%4 
ounces of heroin. Marini had been on parole for armed robbery, and now faces 
imprisonment for 45 months for violation of his parole. 

On August 21, 1956, Bureau of Narcotics agents working with detectives of the 
New York City Police Department narcotcs squad arrested Miguel Angel Rod- 
riguez (alias Cookie) in possession of 15 ounces of heroin. Rodriguez, well 
known to the Bureau, was sentenced in New York State court in June 1954, to an 
indefinite term in the penitentiary. 

For several years the New York office of the Bureau received rumors that 
Frederick Delaney (alias Fat Freddy) was distributing narcotics on a large scale 
in the Harlem area of New York City. On September 17, 1956, an undercover 
agent purchased 3 ounces of heroin from Delaney, and on October 11, 1956, 7 
ounces. On October 24, 1956, Delaney was arrested in possession of about 90 
ounces of heroin. He was shot and wounded while trying to avoid arrest. 
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On November 13, 1956, Salvatore Benanti (alias Fat Sally) was arrested by 
nareotic agents, who seized 10 ounces of heroin from him; on searching his 
automobile the agents found and seized 20 ounces, 324 grains of heroin in addi. 
tion to mixing paraphernalia. Benanti was the successor of John Di Pietro 
(alias Johnny the Bug), recently arrested while attempting to deliver about 7% 
eunces of heroin to an undercover narcotic agent. On May 15, 1956, Benantj 
was sentenced to 18 months in prison for possession and transportation of alcohol 
without payment of tax, and was on bail pending an appeal from that sentence, 

On November 13 and 14, 1956, agents of the New York office of the Bureay 
arrested Salvatore Barbato (alias Fats Murphy), Paul Devillo, Sam Alvino, and 
xyeorge Rivera Patino after a series of purchases of narcotics by an undercover 
agent. Another defendant, Eusebio Pimentel, had been arrested on October 9, 
1956. Robert Jaccovino, another of the defendants in this case, is in Bronx 
County jail on a State narcotic violation. Salvatore Barbato and Paul Devillo, 
who headed this organization, both have two previous convictions for narcotic 
violations in New York. 

On November 16, 1956, agents of the New York office of the Bureau arrested 
Joseph Ambrosini, Ada Volkell, and John Giancaspro and seized about 7 ounces 
of heroin, together with paraphernalia for cutting and packaging narcotics, 
Joseph Ambrosini, his brother-in-law, major violator Anthony Carminati, and 
Ada Volkell are defendants in a conspiracy involving 15 defendants. 

On November 19, 1956, a grand jury in New York City returned a 14-count 
indictment involving Anthony Carminati, Michael Galgano, Ralph Russano, Sal- 
vatore Russano, William McKenney, Jr., Mary Lou Russano, Robert Guippone 
(a fugitive), Michael Botto, Sebastian Della Universita (a fugitive), Frank Rich, 
Donald Bauer, David Shackelford, Joseph Ambrosini, Ada Volkell, and Carlos 
Ruiz (a fugitive), charging conspiracy, sales, and possession of narcotics, 
Carminati is believed to be the head of this group, together with the notorious 
“Black Mike” Galgano. Carminati is an associate of Frank Scalise, a major 
narcotic violator. 

New York, Pennsylvania, Ohio 


On July 11, 1956, the Pittsburgh office of the Bureau of Narcotics informed the 
New York office that Howard Middlebrooks (alias James Williams), a Pitts. 
burgh narcotic violator, out on bond on a narcotic charge, had boarded a TWA 
plane bound for New York City. Surveillance of Middlebrooks by New York 
narcotic agents revealed that he was returning to Pittsburgh. Immediately 
upon his arrival in Pittsburgh on July 12, Middlebrooks was arrested and 6 
ounces of heroin were seized from him. 

On May 4, 1956, Federal narcotic agents, cooperating with Pittsburgh city and 
county police, Pennsylvania State Police, Pennsylvania State Bureau of Nar- 
cotics, United States Secret Service, Customs Bureau, agents of the Alcohol and 
Tobacco Tax Service, and State and local officials of eastern Ohio, conducted 
mass raids in Pittsburgh, Pa., and eastern Ohio. The United States commis- 
sioner issued 69 warrants charging narcotic and marihuana law violations. Two 
of the most important violators of Ohio State narcotic laws were Edward Todd, 
Bellaire, Ohio, and Rinaldo Torquinio (alias Reno), Steubenville, Ohio. 
Georgia 


On June 10, 1956, Federal narcotic agents at Atlanta, Ga., arrested William 
J. Whitaker and seized about 183 ounces of heroin which Whitaker had obtained 
in New York for sale in Atlanta. On July 6, 1956, Whitaker was sentenced in 
State court to 2 to 5 years in prison. This is one of the largest seizures of nar- 
cotics ever made in Georgia. 

Florida 

Earl Warner was arrested on September 23, 1956, at Daytona Beach, Fla., 
after selling 11144 pounds of crude opium to a Bureau of Narcoties undercover 
agent who posed as a chemist interested in converting the opium into morphine 
for the defendant. Previously Warner had furnished the agent with several 
samples of opium for assay. On January 6, 1955, Warner was arrested at Day- 
tona Beach, Fla., on a similar charge, was later indicted, and was awaiting trial 
in Federal court for that offense. At that time his accomplice, Joe Davis, was 
also arrested in Memphis, Tenn. Warner had a previous criminal reeord for 
zambling, bootlegging, and for use of counterfeit ration stamps during World War 
II. Warner died on October 25, 1956. 
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Ohio 

Herbert Hoover Williams (alias Tex) was arrested by detectives at Columbus, 
Ohio, on June 20, 1956, in possession of two capsules of heroin that he was about 
to deliver to a prospective buyer. Six heroin addicts voluntarily stated that 
Williams had sold heroin to them over a period of about 3 months. When ques- 
tioned following his arrest, Williams bragged of his former association with 
illicit narcotic traffickers, but later his mood changed to anger and he became 
yiolent. ‘Tried in Ohio State court, he was convicted on 6 counts for illegal 
sale and on 1 count for illegal possession of narcotics. On October 2, 1956, he 
was sentenced to a term of 122 to 255 years in Ohio State Penitentiary, probably 
the most severe sentence ever given a narcotic violator. Williams had a previous 
narcotic conviction in South Carolina. He is a persistent criminal who appears 
tohave nothing but contempt for the rules of law and order. 

Michigan 

A major conspiracy to adulterate, transport, and sell wholesale quantities of 
narcotic drugs in Detroit, Mich., New York City, and throughout the Middle West 
involved 19 defendants, who sold heroin and cocain in lots of one-quarter and 
one-half kilogram. 

On November 11, 1955, Federal narcotic agents at Detroit, Mich., purchased 
about 34%4 ounces of heroin from Clarence E. Wilson, a former Detroit police 
officer. On March 16, 1956, Federal narcotic agents with the assistance of De- 
troit police officers arrested Thomas N. Allen, an associate of Wilson, and seized 
about 10 ounces of heroin and 3 ounces of cocaine. At the same time Detroit 
police officers seized about 61 grains of heroin from Connie Sterling (alias Mc- 
Bride), an associate of Allen. The next day Federal narcotic agents at Cleve- 
land, Ohio, arrested James Ewing and Florence Virginia Hart, couriers for 
Wilson. These narcotics were purchased in New York. On April 10, 1956, Fed- 
eral narcotic agents purchased about 10 ounces of heroin from George Vellucci, 
Frank Corona, and Dominic Tedesco at New York City, and immediately arrested 
these defendants. An associate of these men, Carmine Siano, became a fugitive, 
but later was arrested, pleaded guilty in Federal court on June 13, 1956, and on 
July 3, 1956, was sentenced to imprisonment for 6 years, coneurrently with a 
sentence for violation of parole for a previous narcotic violation. On June 29, 
1956, George Vellucci and Frank Corona were sentenced to 8 years each. On 
August 23, 1956, James Ewing pleaded guilty. 

In Federal court at Detroit, Mich., other defendants in this case were sen- 
tenced as follows: Dominic Tedesco on June 11, 1956, 2 years; David Robinson 
and James Elmo Johnson on June 21, 1956, 3 years and 5 years, respectively; 
Bugene Lloyd Taylor on August 16, 1956, 2 years; William Fisher Frank on 
September 4, 1956, 2 years; James C. Turner on September 24, 1956, 5 years; on 
the same date, Clarence E. Wilson, and Thomas N. Allen, 2 years each; William 
BE. Rouzer and Connie Sterling on October 9, 1956, 2 years each; Henry Marzette, 
Jr., on October 16, 1956, 2 years. 

Illinois 

During May 1956, an undercover narcotic agent in Chicago purchased 10 ounces 
of heroin from Thomas J. Kernick and Ardie Kernick, suppliers of heroin to 
traffickers in Missouri and Texas. On June 17, 1956, Thomas J. Kernick was 
arrested in Kansas City, Mo., in possession of about 9 ounces of heroin that he 
was attempting to deliver to the undercover agent. Ardie Kernick was later 
arrested in Chicago, with Fred and Leon Washington, the Kernicks’ source of 
supply, after a purchase of about 2 ounces of heroin from the Washingtons. 
Kernick was indicted in Chicago on September 18, 1956, and is to be tried De- 
cember 17, 1956. The Washingtons were indicted June 26, 1956, to be tried 
November 29. 

On June 2, 1956, Federal narcotic agents in Dallas, Tex., arrested Ardelle 
Giordenello and seized about 6 ounces of heroin she had obtained in Chicago. 
She had already been under bond in a narcotic conspiracy case in Houston, Tex., 
involving her husband and nine other defendants in Houston, Chicago, and New 
York City. 

On November 19, 1956, at Chicago, Ill., following an investigation of more 
than 2 months, narcotic agents arrested Leslie Williams, Laura Alles, and Kathryn 
Beverly and seized from their living quarters about 62 ounces of heroin. 

On October 1, 1956, Federal narcotic agents accompanied by Chicago police of- 
ficers arrested William E. Wright (alias Bill Kelly) at Midway Airport, Chi- 
cago, Ill., with about 10 ounces of heroin and 1 ounce of cocaine. Wright is 
reputed to have made frequent trips between New York City and Chicago to sell 
heroin in quantities of one-quarter kilogram or more. 
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Texas Les 
Veto Giordenello, long time major narcotic law violator with sources of Supply | Gill, 
in New York City and Chicago, headed a conspiracy which included his wife | heroi 
Ardelle (alias Linda Pitinella), Daniel W. Mitchell, Lorraine Mitchell, Joe Ike | Fede1 
Kirkpatrick, Betty Jo McNutt, Edward Neveu, Joe Aguilar (alias Pep), Tityg | inclu 
Thomas, Donovan E. Hoge, Connie Thompson, Anthony Philip Kolm (alias Tom. |. of na 
mie), Leland E. Smith, Rodney Harold Peevey, Frank Thomas Freeman, Benp Wi 
Indiviglio, Rose Diaz, Eugene Howell (alias Gene Craft), James Randall Rich. | late | 
ardson (alias Coo Coo) to acquire, transport, and sell narcotics—particularly | arres 
heroin and marihuana—between Chicago; Houston, Tex.; and Denver, Colo. plead 
On January 27, 1956, Veto Giordenello was arrested in possession of about ¢ Chi 
ounces of heroin. Anthony Kolm was arrested on January 30, 1956. Willi 
On March 9, 1956, Veto Giordenello was sentenced in Texarkana, Tex., tog} of he 
years in prison for violation of the Federal narcotic laws. arres 
Rodney Harold Peevey, arrested on May 9, 1956, at Brownsville, Tex., by | ounce 
Bureau of Narcotics agents, was released on bond the following day, and op were 
May 11, 1956, Houston police officers arrested him in possession of about 2| eral 
ounces of heroin. Frank T. Freeman, an addict, implicated Peevey in this respeé 
conspiracy. Color 
Benny Indiviglio, cafe owner of New York City, supplier of Giordenello, had 
been receiving heroin from Europe, and had taken 20 to 40 ounces of pure heroin r 
to Chicago at least once a week. Indiviglio and Rose Diaz were arrested in New | ® > 
York City May 22, 1956, when 29 grains of cocaine were seized from them. their 
On May 31, 1956, Eugene Howell was arrested by a Federal narcotic agent. z 
On June 3, 1956, Ardelle Giordenello was arrested as she sold 378 grains of ers 
heroin to a Federal narcotic agent, after which she surrendered 1,221 grains of Fell] 
heroin. Search of her personal effects disclosed 720 grains of heroin. Cali 
James Randall Richardson was the Denver, Colo., link in the conspiracy, Or 
Benny Indiviglio has been connected with Elaine Salim, convicted in Chicago in | arre: 
February 1956, for illicit transactions involving large quantities of cocaine. Pete | tog 
Lacascio and Veto Giordenello have distributed large quantities of heroin in and | gam 
around Houston, Tex. Giordenello has been linked with John Ellis Sutton and | jero 
Titus Thomas on numerous large shipments of marihuana to eastern cities. tion 
On October 25, 1956, in Federal court at Houston, Tex., the following defend | arf 
ants were convicted of violation of the Federal narcotic laws: Veto and Ardelle Wee 
Giordenello, Mrs. Frances La Porta, Anthony P. Kolm, Joe S. Aguilar, Daniel W. Kon 
Mitchell, Rodney Harold Peevey, Eugene Howell, Rose Diaz, and Benjamin ber | 
Indiviglio. They are expected to be sentenced on November 9, 1956. the | 
Albert James Watson was arrested at Corpus Christi, Tex., September 20, 1956, Ir 
when 94 ounces of marihuana were seized from him. He also had obtained of h 
heroin from Ernest Porter, recently arrested for sale of heroin. betv 
Clarence McCommon, well-known interstate narecotie trafficker, who had been of h 
obtaining heroin in Chicago and selling it in Dallas, Tex., was arrested June 18, und 
1956, at Dallas. He had been convicted previously for violation of the Federal 0 
narcotic laws. and 
Missouri os 
Charles Herbert Gill, a previous persistent violator of the marihuana laws, Wa 
who had been distributing heroin daily to peddlers and addicts in St. Louis, since ten: 
his release from prison in 1954, was arrested in St. Louis, Mo., on September 13, Mo: 
1956. Gill obtained his supply of heroin from a large-scale wholesaler of Chicago, i 
through a local intermediary. At the time of his arrest, 100 grains of heroin | go, 
and a small quantity of marihuana were seized at Gill’s residence. On October | an, 
26, 1956, Gill was sentenced in Federal court at St. Louis to 10 years in prison. | ge 
Gill was the source of supply for William Cheeks, Nathaniel Crockett, and Ch: 
Lester Horton. Gill was a user of large quantities of heroin. age 
On September 12, 1956, agents of the St. Louis office of the Bureau of Nar- seg 
cotics arrested John Bell, Jr., who had been engaged intermittently in the distri- por 
bution of heroin for several years. Undercover agents had purchased more On 
than 106 grains of heroin from Bell during the previous month. On September Fe 
28, 1956, Bell entered a plea of guilty in Federal court in St. Louis and was vic 
sentenced to 10 years imprisonment. ( 
Isaac J. Bartlett (alias Ike) was arrested September 26, 1956, at St. Louis, oul 
Mo., and 2 marihuana cigarettes and 12 ounces 71 grains of marihuana were ¢ 
seized from him. He admitted having used marihuana for 22 years. His long Fe 
criminal record includes convictions for narcotic violations as well as burglary Br 
and larceny. On October 12, 1956, he was sentenced in Federal court at St. Louis fre 


to 10 years in prison. 






ouis 
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Lester Horton (alias Richardson, Little Brother), an associate of Charles H. 
Gill, was arrested at St. Louis, Mo., on September 13, 1956, and 68 grains of 
heroin were seized from him. On October 12, 1956, Horton was sentenced in 
Federal court at St. Louis to 5 years in prison. His previous criminal record 
jncluded an arrest for grand larceny in 1952. He had been making illicit sales 


. of narcotics to drug addicts in St. Louis for a year. 


Wilbert C. Sumlin, important trafficker-peddler in St. Louis, partner of the 
late Edward J. Harris, narcotic dealer who was assassinated by rivals, was 
arrested on September 14, 1956, in possession of two marihuana cigarettes. He 
pleaded guilty in Federal court and was sentenced to 10 years. 

Chesterfield Brown, important interstate trafficker of Chicago, Ill., and James 
Williams were arrested in St. Louis, Mo., on September 13, 1956, and 5% ounces 
of heroin were seized from them. Brown’s wife Dorothy, a coconspirator, was 
arrested in Chicago, Ill., on September 13, 1956. At Brown’s residence 2% 
ounces 0of Dromoran, a synthetic narcotic, and a small quantity of marihuana 
were seized. On October 5, 1956, Brown and Williams pleaded guilty in Fed- 
eral court at St. Louis and were sentenced to 11 and 8 years’ imprisonment, 
respectively. 


Colorado 


Felipe Natividad Gonzalez and Rose Gonzalez were arrested at Denver, Colo., 
on September 13, 1956, while delivering marihuana to a purchaser. They stored 
their supply at the apartment of Abraham Gonzalez, brother of Felipe. A search 
of the apartment revealed about 6 pounds 3 ounches of marihuana. These 
defendants are considered the principal source of marihuana around Denver. 
Felipe Gonzalez had two previous narcotic offenses. 


California 


On February 21, 1956, Wee Zee Yep (alias Rocky) and William Fong were 
arrested at San Francisco, Calif., as Wee Zee Yep delivered 16 ounces of heroin 
toa Federal narcotic agent working under cover. After his arrest, Wee Zee Yep 
admitted that he was a member of an organized group engaged in smuggling 
heroin directly from Hong Kong to San Francisco, that he handled the distribu- 
tion of the heroin in San Francisco, and that he had been engaged in illicit heroin 
tarffic for 3 years. Ong Way Jong (alias Johnny Ong), chief source of supply for 
Wee Zee Yep, received the heroin from John M. Watson, tavern operator in Hong 
Kong, and alleged leader of the conspiracy, who used William Fong, crew mem- 
ber of the steamship President Wilson, and Donald Eugene Houk, seaman aboard 
the steamship President Harrison, as couriers. 

In November 1955, Watson delivered to Houk at Hong Kong about 12 ounces 
of heroin with the understanding that they would divide the proceeds equally 
between them. On December 14, 1955, Wee Zee Yep furnished one-half grain 
of heroin to Kenneth Tong (alias Wong Fat Kong) as a sample for delivery to an 
undercover narcotic agent. 

On March 7, 1956, Watson and Houk were indicted in San Francisco, Calif., 
and bail for Watson was set at $25,000. As an English subject, Watson is ex- 
pected to be deported to England. On April 24, 1956, Kenneth Tong was sen- 
tenced to 1 year in prison, and Donald Houk to 3 years. On May 10, 1956, Ong 
Way Jong was sentenced to 5 years. On May 17, 1956, Wee Zee Yep was sen- 
tenced to 15 years. William Fong was sentenced on June 14, 1956, to 3 years. 
Most of these defendants have previous criminal records. 

Renaldo (Red) Ferrari, notorious criminal for many years, operated a bar in 
San Francisco, Calif., which served as a frequent meeting place for the further- 
ance of a conspiracy in large-scale traffic in heroin that involved six other 
defendants. On August 13, 1955, Charles C. Garcia, Sr., and his 19-year-old son, 
Charles C. Garcia, Jr., sold 13 ounces 363 grains of heroin to a Federal narcotic 
agent working under cover. On November 7, 1955, Charles C. Garcia, Jr., in pos- 
session of 383 grains of heroin, was arrested by narcotic agents at Burbank Air- 
port, Burbank, Calif., as he was about to board an airplane for San Francisco. 
On January 16, 1956, this defendant was placed on probation for 5 years. On 
February 21, 1956, at Los Angeles, Calif., he was arrested for another narcotic law 
violation. 

Charles Garcia, Sr., several times during September and October 1955 sold 
ounce lots of heroin to undercover narcotic agents. He was arrested on October 
6, 1955, at San Francisco for possession and transportation of heroin. On 
February 15, 1956, he was arrested by agents of the San Francisco office of the 
Bureau of Narcotics, who seized 224 grains of heroin and 169 grains of marihuana 
from him. 
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John Orman Knight, Lester (Bones) Darneille, and Jack Cherpakov (alias 
Jack Cherry), all long-time criminals with previous narcotic convictions, were 
defendants in this ease. On July 3, 1956, each of the six defendants was sep. 
tenced to prison for 5 years for conspiracy to violate the Federal narcotic laws, 
Ferrari is at present involved in another criminal case, charged with receiving 
stolen property. 

In January 1956, Jones Chesley White, who had been employed in Guam, 
bought about 27 ounces of heroin from a Chinese in a Hong Kong bar. White 
transported the heroin to Guam by airplane, and thence to the United Stateg 
aboard the U. 8. 8. Daniel L. Sultan, arriving in San Francisco, Calif., Feb. 
ruary 4, 1956. In his efforts to sell: the heroin, White conspired with several] 
other persons, including Joseph John Parente of Las Vegas, Nev., who put him 
in touch with Martin Bert Haley of San Jose, Calif. Both Parente and Haley 
have previous criminal records. On March 10, 1956, at San Francisco, Calif, 
State narcotic officers arrested White in the act of selling 10 ounces of heroin, 
On July 30, 1956, White was sentenced in Federal court to 2 years in prison, 
to be served concurrently with a 5-year-to-life sentence for violation of the 
California State narcotic laws. On the same date Parente received a sentence 
of 4 years. The heroin is believed to have originated in Communist China. 

Ana de Rubalcaba was arrested in a hotel room where a trunk containing 2 
pounds of marihuana was found, as well as several ounces of marihuana and 
some marihuana cigarettes. Several days earlier her husband, Margarito de 
Rubaleaba, had reentered the San Francisco County Hospital as a tuberculosis 
patient. He had been missing from the hospital for several months without 
leave. Both of them had been engaged in illicit sale of marihuana in January 
1955, for which Ana de Rubaleaba was sentenced to 3 years in prison and was 
deported to Mexico on May 9, 1956. Margarito de Rubalcaba was not prose 
cuted then because of his confinement to the hospital. He had oceasionally left 
the hospital to go to Mexico to arrange for smuggling marihuana which was 
later sold by his wife. In the present case the husband had gone to Mexico, 
bought marihuana, and he and his wife had returned to the United States by 
way of El Paso, Tex., and had arranged for smuggling the marihuana. 

Frank Chavez Monje, of Los Angeles, made three sales of marihuana, totaling 
6 pounds 6 ounces, to an undercover narcotic agent who arrested the defendant 
upon delivery of a fourth order of 10 pounds of marihuana. Officers then 
searched his residence, where they found and seized 2 pounds 12 ounces of 
marihuana. 

At San Francisco, Calif., on September 11, 1956, Gennaro Iavenditti and 
Gilbert Quesada sold 1 ounce of heroin and were arrested as they attempted to 
deliver 5 ounces 198 grains of heroin to an undercover agent. Carlos C. Cuevas, 
who had supplied the heroin to Iavenditti, was later arrested. Cuevas has been 
associated with major narcotic law violators in Los Angeles who receive heroin 
from Mexico. 

Chan Kwock Yiong was arrested in San Francisco, Calif., after selling a 
small quantity of heroin to an undercover narcotic agent, who seized 344 grains 
of heroin from him. Chan Kwock Yiong tried to bribe the arresting officers by 
offering them ail the money in his possession. 

Frank W. Aragon and Jose Griego, both users and wholesale distributors of 
marihuana, were arrested September 27, 1956. Aragon surrendered 7 ounces 
of marihuana from his home. Griego, arrested at his home, had 39 pounds of 
marihuana, which is believed to have been brought to California from Mexico 
via Texas. 

Ronald H. Rodgers, on parole for a Federal narcotic offense, in September 1956 
furnished heroin to an 18-year-old girl. He was sentenced to 10 years to life 
on November 26, 1956, in juvenile court in San Francisco. Ronald Rodgers is 
a nephew of Evan W. Rodgers, a member of the Waxey Gordon heroin ring con- 
victed several years ago. 















































BREAKDOWN OF DRUG ADDICTS REPORTED 








Dr. Ansiincer. I would like you to see the work done by the Statis- 
tical Division which was set up by Congress. These are a few charts 
which will show you the traffic in a rather different light. These are 
the addicts reported by all agencies—State, Federal, and local—and 
we have the reports for 1953, 1954, and 1955, and for the first 10 
months in 1956. 
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There will be a small drop there because of the fact that this new 
act will show, in many places, the reduction that is going on. 

You can decide which of these charts you want for the record. This 
chart is a drug addiction by race. We have counted a total of 34,729 
addicts in 1953-55 and the first 10 months of 1956. You can see there 
what the situation is with respect to race. 

Whether that should be in the record in that way would be some- 
thing for the committee to decide. 

Mr. Gary. Without objection, these two charts will be inserted in 
the record. 

(The information referred to is as follows :) 


ADDICTS REPORTED, BY AGENCIES 
Calendar Years 1953-1955, and the 


First 10 Months of 1956 


Thous. Cases 












































eee ER 


Y yy 





Federal” 





x 
* SSAA 
LUASS ‘ \ 
x XM 
x S 
x SSS 


RES: RS Ree 
eS 











1953 954 1955 1956 


tist 10 Mos.] 





330 


DRUG ADDICTION, BY RACE 


Composite Total For Calendar 


Years 1953-55 & Ist 10 Months 1956 
Total Addicts 34,729 


Mexican 
1,399 Addicts 
Asiatic 
Puerto Rican 
1,875 
Addicts 


42 


Sea? 


Eprror’s Note.—In the above chart, the figure for the number of Puerto Rican 
addicts should be 1,857. 


Dr. Ansuiincer. These are reported addicts, some picked up for of- 
fenses other than narcotics. 

We have been able to clock this thing pretty well, and we have con- 
firmation of the numbers. 

Here is another table; this shows the age groups and the distribu- 
tion between the male and female. 

As you see, the greatest concentration of addiction is between the 
ages 21 and 30. 

‘Mr. Gary. We will insert that table in the record at this point. 
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(The information referred to is as follows :) 


Composite statistical data for the calendar years 1953, 1954, 1955, and the first 
10 months of 1956 on all reported addicts 


Total addicts_______ seetoxcekow 34, 729 
Reporting agencies: 
7, 988 
22, 574 


4, 167 


9, S70 
caiueiaoin. a 
1, 399 
1, 857 


15 


ete wer: Ze eee 
21 to 30 
31 to 40 


All other___ 
Age of addicts: 
aaa 


Dr. ANsLINGER. Then we have some more data for the same period 
which gives the age groups, particularly those under 21. You will 
see there is a drop going down from 1953 to the first 10 months of 
1956. 

Mr. Gary. We will insert this chart at this point. 

(The information referred to is as follows :) 


Statistical data on reported addicts in all States for the calendar years 1953, 1954, 
1955, and the 1st 10 months of 1956 


[Figures include the District of Columbia and Hawaii] 





Total addicts 
Reporting agencies: 
Federal 
Local 
State 
Race: 
White___. 
Negro 
Yellow 
Mexican 
Other (Puerto Rico 


Age of addicts: 
13 


14 
15 


Total under 21 
21 to 30 
31 to 40... 
Over 40 
Male__. 
Female 


BREAKDOWN OF DRUG ADDICTS BY STATES 


Dr, Anstincer. We will see here a chart showing report by States, 
from which you will note a substantial increase in California, mostly 
in Los Angeles, a decrease in the District of Columbia. The State 
of Illinois is just about the same, Michigan is not much better, and 
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the drop in New York is very slight. When we get the additional 
2 months there it will really amount to an increase. The reports from 
Texas show they are still having a very substantial rise. 

Mr. Passman. It looks as if the number of addicts has also jp. 
creased in Louisiana. 

Dr. Anstincer. The other day the local police there made quite an 
effort. Perhaps you read it in the papers. However, it was mostly 
marihuana. We will see if the heroin traffic is lowering. There js 
an investigation going on of the whole problem in the State of 
Louisiana. 

Mr. Gary. We will insert that chart. 

(The information referred to is as follows:) 


Number of addicts reported, by State, during the calendar year 1955 and the 1st 10 
months of 1956 








| | ite. alle 
| Ist10 ‘|| Ist 10 
Stat 1955 | months State 1955 | months 
| 1956 | 1956 
Alabama. | 18 | 16 || New Mexico 18 9 
Arizona 32 20 New York 4, 638 3, 468 
Arkansas | 12 | 11 North Carolina 37 6 
eee Bota 892 | 1, 088 North Dakota | 2 | 3 
Yolorado | 18 | 19 Ohio 328 S4 
oe = 25 35 || Oklahoma 22 | ll 
Jelaware Sine Oregon ‘ 5 | 16 
District of Columbia_---_| 292 | 152 Pennsylvania. . 75 146 
Florida. 60 29 Rhode Island 2 6 
Georgia-_.. eanl 55 13 South Carolina hal 12 12 
Idaho | Ber South Dakota- l 
Tilinois_____- 795 j 743 || Tennessee 24 16 
ates - : neem 451 | 473 
owa.-- ; 6 é tah l 
Kansas __- 12 | 2 Vermont... I aa 
Kentucky _. 18 | 12 || Virginia : 52 » 
. Louisiana | 132 | 140 || Washington 60 | 36 
Maine : O iiectaas West Virginia l 4 
Maryland | 100 62 Wisconsin 39 30 
Massachusetts__- 52 | 64 || Wyoming. ; 
Michigan 581 | 487 —— 
Minnesota ---- : 42 47 Total, 48 States 
Mississippi_-_- 37 3 and the District 
Missouri acd i 287 | 174 of Columbia 9, 532 7,67 
Montana : P 27 2 || Alaska 
Nebraska ‘ . 28 | 13 Hawaii f s 
Nevada | 1 | 1 _ 
New Hampshire Ny ces Z Grand total 9, 539 7, 685 
New Jersey fs 161 171 


NUMBER OF RECIDIVISTS BY STATES 


Dr. ANnsuincer. Here is the recidivist. We are making a special 
category of the recidivists. You will see that in the State of Illinois 
the rate of recidivism is about 75 percent of the total reported. In the 
first 10 months we have some 3,400 recidivists. 

Mr. Gary. We will insert that chart at this point in the record. 
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(The information referred to is as follows:) 


Recidivist reported, by State, calendar year 1955 and the ist 10 months of 1956 


Alabama - - --- ; 
Arizona. - - -- : 
Arkansas. .--.---- 
California _-.....-- : 
@eorado.....-...--- 


Gonnecticut..........-.. 


peawere............. 


District of Columbia - - - 


Ditccssapnanene 
a —EE— 
NG ¢c<e0 
Indiana 

Iowa 

Kansas 

Kentucky 
Louisiana 

Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 

Nevada 

New Hampshire 


Mr. Gary. Doctor, on this chart dealing with 


lst 10 months, 


1956 


State 1955 lst 10 months, 
1956 

New Jersey 19 32 
New Mexico - 1 
New York 470 | 725 
North Carolina 1 Sal 
North Dakota ~~ 
Ohio-. 18 9 
Oklahoma 1 
Oregon 1 
Pennsylvania 2 30 
Rhode Island ; 
South Carolina 1 
South Dakota 
Tennessee 1 
Texas - . 66 68 
Utah 
Vermont es 
Virginia 2 1 
Washington 11 9 
West Virginia_. 
Wisconsin 3 5 
W yoming 

lotal, 48 States and 

District of Co- 
lumbia 1,773 3, 459 

Alaska l 
Hawaii 5 2 

Grand total 1,779 3, 461 


you tell us just what you classify as a recidivist ¢ 
Dr. ANstincer. A recidivist is a repeater, a person who has been 
in an institution, has been cured, and goes back to the drug. 
highest rate of recidivism is in Chicago. 
Mr. Gary. Suppose a person is on and off and is reported several 


different. times? 


recidivists ? 


the recidivists, 


will 


The 


Would they show up in this report each time as 


Dr. ANs~incer. They show up in here as recidivists each time be- 
cause they have been probably in jail or in the hospital and have been 


cured. 


Now we have a chart here on the marihuana violations. 


MARIHUANA AND NARCOTIC 


a very informative chart. 
Mr. Gary. We will insert that chart and the chart on narcotic 


violations. 
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(The information referred to is as follows :) 





Narcotic violations for the calendar year 1956, by quarter, by State 






























































; l | | 
State | Ist | 2d Ist half 3d | 4th | 2d half 
quarter quarter quarter quarter 
SIADOIDA.....<5.25---s poaeeere 1 6 7 | 2 5 7 | 
Arizona--_.-- ane So eeeeen oe. or 1 | 2 3 | 1 winbs 1 
Arkansas-_.-..-.- =i] 3 2 5 | ae amaciet 2 
po aaa ie sual 47 90 | 137 | 43 90 | 133 
Colorado... oa : a 6 5 11 | 5 5 | 10 
Connecticut-.._- : an | 3 | 3 | 1 | 3 | 4 
Delaware. - - eet eeeIs > poet he nr aa Be oe psi | pai ebvanele | 
District of Columbia -__- s 9 | 17 2 | 21 | 23 
eee Pog gy 
RNR cc. 3: : Spee ae earn ay Se zs cee. eee 
ees = désdacs 45 38 | 83 | 24 | 44 | 68 
— inieedoonn 27 3 |} 30 | 5 | 14 | 19 
ie titoriaeed oat = =. eae estima i Nieto eo ulieee | : 
Kansas....-- Bie nee eRe ones noes ne ee eet SSE FREER OS i‘ " 
MNT ==. 5s : 1 | 4 5 ris 1 
Louisiana .._......- : lS ecwmete 4 4 Et 1 
OS a ae ie eT: | 1 
peor yeas as 8 10 | 18 7 | 17 | 24 
Massachusetts. - - a 5 | 3 | 8 | 3 | E | 3 
Michigan......--.- i 6 | 39 45 | 19 | 33 52 
Minnesota -____- ip 1 2 | 2 | 4 
Mississippi_....--- aT 5 an 1 
Missouri... : 30 33 | 63 18 13 | 31 
Montana.......-.-- EB Voneanek 1 i } 1 
Nebraska. - - ois oe oe 2 | 2 ge 1 1 
Nevada......-...-- ; 1 | 2 | 3 a 
New Hampshire... 1 | 1} | | 
New Jersey.-.-.-.-- . peiibeneats 1 | 6 | 7 | 10 | 1 11 
New Mexico---_. ae 7 | 1 8 | | = 3 
New York. -_.._.- nal 84 | 83 167 49 | 97 | 146 
North Carolina ---- 2 | 5 | 7 | 1 | eee 1 
North Dakota . 3 sth hdee ae Aisne bh Had dbbeddocbeatdaus 
iis aainnckn os 11 | 13 | 24 | 12 | 12 24 
aan 1 fat. nant becutinwatiat woke 
Jre ates neta eared 2 | 2 : 
Pennsylvania - - - . 22 | 59 81 | 2 24 | 26 
Rhode Island__.- 2 | D Mewctent hasi sus 
South Carolina__-- anatse plaimaicoul 4 Beas ‘ , 
South Dakota___- obs 62 BUG. J is I den | 1 | 1 | 
Tennessee _. : ; 2 | 4 | 6 | 3 1 | 4 | 
— ea < 40 | 18 | 58 | 20 22 | 42 
Utah__. sa 1 1 2 1 | 2 
Vermont. .....4.-.--- Z . oad sash cise li ncia ah ea ‘ 
Virginia_____- a 22 | 10 | 32 | : 1 4 
Washington_.___..__-. ea 12 | 6 | 18 | 10 6 16 
West Virginia... } By tO 4 2 | : yeu f 
Wisconsin -.....--- ea aac eileaael win tebcscani OND basiwietncatoa Das deninnas 2 2 
WE tics ctecccacscs Aside jai cian sail i tet 1 | 1 
Total, 48 States and 
District of Columbia. 
Grand total... 








Marihuana violations for the calendar year 1056, by quarter, by State 


| Total for 


year 


cBeaom 


18 




















| | | 

State im | oe Ct 3d | )«64th:)=6| 02d _—s| Total for 

quarter | quarter |_ half quarter | quarter half | year 

Alabama....-.--- eS Se a a 
BIROOR. «225. Stic ; = Keaacon pnewhareetinal 2 | | 2 | 2 
Arkansas___- : Beane daiwa Rar Rs aa : owhaloscncee 
California -_--- . 18 | 17 | 35 | 32 26 | 58 | 93 
Colorado 3 | 3 6 | 3 11 | 17 
Connecticut EES idadnccu twabaotes ae 
Delaware baaee ca venceate ‘ jatcntepabaewagaee i lemamedea 
District of Columbia_-_-- 1 | 2 3 |. p 3 
Florida. ..._.- acacia 3 7 | 10 | 6 | 5 | 11 | 21 
SI oe icc Sdetis acetal |. | 1 1 | 1 
NS a2 ai in paoneedaapuaribitiniaap la Vaan wn waite stem abla i & ini kia acncen tee aasial 
ON oo ce catancscckcabennn 5 | 5 | 10 | 1 7 8 | 18 
IE ciao tee Kadena 1 | , 2 2 
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Marihuana violations for the calendar year 1956, by quarter, by State—Continued 





l l , 
Ist 2d Ist 3d | 4th 2d Total for 
quarter | quarter quarter | quarter y 


Nevada. . iohinle Stup een 
New Ham ipshire_ 

New Jersey 
a 
New York. ...-.-- 
ao 


Paneyivania 
Rhode Island - 
South Carolina... 
South Dakota 











Total, 48 States and Dis- 
trict of Columbia. 











RESULT OF HEAVY PENALTY LEGISLATION IN OHIO 


Dr. AnstincEeR. Now, Mr. Chairman, this is the drama in the nar- 
wotics picture which is shown here in Ohio where the legislature put 
through a law, which is the most stringent law in the United States. 
tis a law which provides a 20-year penalty for the sale, and it has 
just about knocked the situation completely out of Ohio. 

There was a drop of about 80 percent in the first half. Nearly all of 
the substantial peddlers have left the State. Anyone who wants to 
peddle narcotics and pay a penalty of 20 years should be in an institu- 
tion, and the judges are giving those sentences. 

I have here a list of all the cases where the judges in Ohio have 
sentenced these peddlers for 20 years without exception. You can 
xe the dramatic effect that it has had. 

This was as a result of an investigation of Attorney O’Neill, now 
Governor of the State. 

Mr. Gary. We will insert that chart at this point. 
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(The information referred to is as follows :) not bh 
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Results of Ettective Legislation in 
Ohio on Drug Addiction 


Calendar Years 1953, 1954, 1955 
and the First 10 Months 1956 


State law became effective Sep.1955 


from 
Tl 
this 
a res 
fron 
ever’ 


Hundred Cases 


Under 2l years of age 


3 beh 





ver 












xxK x x 
"taeaeaeaeeeaea ae. 


mun 
‘lose 
and 

F 
this 
the | 
and 
by f 
afte 


this 





Yj yy) 


years 
OY ILO 



















Yy 


ee 
































it is 
jud; 
y Ys par’ 
V7 
y VM YWY49§/yy Y y mal 
take 
1953 1954 . 
(Ist 10 Mos.) | j,0), 
J 
EFFECT OF SEVERE PENALTIES ON CONVICTIONS \ 
Mr. Gary. It is sometimes said that if you make the penalty too \ 
severe for any particular violation that you run into the difficulty: that 
that the juries and courts will not convict the parties because they 
feel that if they are convicted the sentence is too severe. ’ 
Are you having any experience of that kind under the new Federal aN 
law which fixes a minimum of 5 years for the first offense for the sale ‘ad 
of narcotics ? ) 
Dr. Anstincer. We have had no cases except one case to which] ¢, 


will refer later. There seems to be no difficulty whatever. We have 
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not heard of any cases where the juries will not convict. Once the 
juries convict, there is no discretion on the part of the judge. He must 
gntence the offender to 5 years, and you cannot give prebation. 

A lot of these peddlers who are being convicted under this act said 
‘If we only knew about this we certainly would not be engaging in 
the narcotic traffic. We would go to some other racket.” 

Many of them have gotten out. 
















IMM 





UNITY FOR WITNESSES 





I want to tell you another thing here that is very important. In 
the act which was passed in 1956 you have provided immunity for 
a witness. ‘That is really working out far beyond our expectations. 
There are safeguards thrown around this as we must get permission 
from the Attorney General. 

There is one case in California where immunity was granted to 
this witness and the cases were just indicted the other day, and as 
aresult of this testimony it shows that about 75 kilos of pure heroin 
from Communist China came through the port of San Francisco, and 
everyone connected with that case has been indicted, and there are 
still more indictments to follow as a result of this immunity statute. 

We think that is one of the most powerful weapons right now we 
have. 

There is now another case where the witness will be granted im- 
munity with the authority of the Attorney General which will dis- 
dlose one of the largest rings that has been operating in this country, 
and we are just about ready to go to the grand jury with that. 

Following through on your question, I know of only one case where 
this matter of not convicting a man has taken place, and that is where 
the judge took it into his own hands, where the jury trial was waived, 
and the judge found the defendant not guilty in the face of evidence 
by four narcotic agents that they witnessed the purchase and delivery. 
after which we attempted to take the case into the State court and 
this same judge enjoined the agents from testifying. 

Mr. Gary. In the event many of those cases oceur, Doctor, I think 
itis a matter where some action might probably be taken against the 
judge. While it is hardly advisable for Congress to go into this 
particular isolated case, if there are repetitions of it I hope you will 
make suitable reports to Congress so that appropriate steps can be 
taken by the Congress. 


































Mr. PassMAN. Did you identify the State in which this trial was 
Mos! | held / 
Dr. Ansuincer. It was in California. 
Mr. Passman. Did you designate the district ? 
y too} r. Anstincer. It was in Los Angeles. 
7: that -- 
they TRAINING SCHOOL 
deral Mr. Gary. Doctor, will you tell us something about your training 


shool’ What is the nature of the school, what courses are you teac h- 
ing, and how are they being taught ? 

Dr. Anstincer. May I call on Mr. Giordano, the Assistant Deputy 
Commissioner who does a lot of work at the school. 
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Incidentally, these expenses are paid by the local community. We| The 
do not pay those expenses. them 

Mr. Grorpano. The school at the present time consists of 2 weeks | man 2 
training. It is really in the formative stages, and we feel as the schoo|| Ha: 
progresses it will be necessary to extend it to about 3 weeks. The} Mr 
courses include various phases ‘of narcotic investigation, interrogation, year \ 
courses on the Federal laws, State laws, undercover operation, how to} Rico 
work undercover, courses including the use of informants and the begt | ators 
method to use informants. There are also lectures by guests, repre} Mr 
sentatives of the Attorney General’s Office who come to speak on con- | migh' 
spiracy cases and development of cases involving sources of supply, a disc 

We go into the overall general international picture on narcotics, | becau 
We have a representative from the Food and Drug Administration} AS 
who comes and gives a talk on barbiturates and amphetamines so the} i2 4! 
local officer can distinguish between narcotic violations and barbiturate | inter 
and amphetamine violations. 

Then there are class problems where the officers work together, 7 
They will be given problems in narcotic enforcement and work it out It 
together, with the instructor offering suggestions. After each course, | )** 
there is a critique period, and a period of exchange of information| ¥ d 
where the local officers who may in some cases have had prior ex- Mex! 
perience in narcotic work exc hange their knowledge with the other heul 
officers in the school. Dr 

We have had two representatives of the Puerto Rican Treasury De-| ®¢ 4 
partment at the school. We have had a representative of the Royal take 
Canadian Mounted Police, and we have also had two Indonesian en- | ™™ 
forcement officers attend the school. M 

I believe we are-in our fifth session now. There have been approxi- there 
mately 100 who attended the 4 prior sessions. W 

Mr. Gary. This school is conducted by the Bureau of Narcotics? __D 

Mr. Grorpano. Yes, Mr. Chairman. Tex 

Mr. Gary. And you train your own men? Are new agents trained with 
there ? hims 

Mr. Grorpano. Our new agents are trained under the regular Treas- M 
ury Law Enforcement School. The Federal Bureau of Narcotics | US 
School is primarily for State and local officials. you 

As new men complete the regular Treasury training course, if our| 1®¥ 
school starts soon thereafter, they will attend the special school. A 

Mr. Gary. Out of those that have been trained so far, how many | 2° 
have had previous nareotic work ? D 

Mr. Giorpano. It would be a guess on my part, but I would say 
about between 40 and 50 percent. 

The first one or two sessions, I would say the percentage was even 
higher because the men who are on already established narcotic squads M 
in the various police departments were the first ones to attend. 

As the school progresses, we will get men who have had no prior D 


thes 
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narcotic enforcement experience. 


SITUATION IN PUERTO RICO 







Mr. Gary. A year or two ago our committee was in Puerto Rico. V 
The Puerto Ricans were rather worried at that time because they had | of t 
lost their best narcotic-enforcement officer down there, the top man | this 
in their Bureau of Narcotics. ] 
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The Commissioner of Customs, who was with us at the time, told 
them that his bureau would help them out some until they got a new 
man and broke him in. 

Has that situation been corrected ? 

Mr. Grorpano. It is being corrected. I might say during the past 
year we had an agent from our Bureau assigned under cover in Puerto 
Rico to assist them in developing a series of cases against major vio- 
lators down there. 

Mr. Gary. We were rather worried about that situation for fear it 
might be an inlet for some of this Communist China traffic. We had 
adiscussion with the customs officer down there and they were worried 
because of the loss of their chief narcotics agent. 

As a matter of fact, I understand that the Customs Bureau stepped 
in and rendered them some very valuable assistance during that 
interim. 

SITUATION ALONG MEXICAN BORDER 


I might add that I also was in Brownsville in November of last 
year and we had a conference with the customs agents there where 
we discussed the narcotics situation with reference to the border of 
Mexico, and apparently there has been some improvement there, par- 
ticularly in the stoppage of marihuana. 

Dr. ANSLINGER. Since Senator Daniel, who headed the subcommit- 
tee in the Senate is now the Governor, I can assure you that he will 
take very vigorous action at the State level. It is already being set 
i motion. 

Mr. Gary. I hope he will because that is a very difficult situation 
there. It is almost an impossible situation. 

We are doing a very good job along the border but it is difficult. 

Dr. Anstincer. Senator Daniel held hearings all over the State of 
Texas at the time he was chairman of the committee and he is familiar 
with every detail of that problem. He is really going to tackle that 
himself. 

Mr. Gary. He certainly has the best wishes of this committee be- 
cause we have been to those border towns on numerous occasions, as 
you know, to look into the situation. We realize the problem and we 
have done what we could to stop it. 

After all, I think the State of Texas could be a tremendous influence 
incrushing the traffic across the Mexican border. 

Dr. Anstincer. They could be. They can put a stop to it. 


FAR EAST DRUG TRAFFIC 


Mr. Gary. What is your situation now with reference to Commu- 
nist China ? 

Dr. Anstincer. Mr. Chairman, I told you just a while ago about 
these indictments which were returned as a result of the immunity 
provision in the 1956 statute, which shows that since 1948 we know 
about 70 kilograms of heroin were smuggled into the United States 
trom Communist China. 

We had made some cases previous to this on some of the members 
of the ring involved there, but if you don’t mind I would like to cover 
this. 

In 1956 the Commission on Narcotic Drugs discussed this phase of 
the situation, traflic which went through Hong Kong, and southeast 
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Asia. These are extracts from the report of the illicit traftic sub. 
committee which were referred to the Economic and Social Counejj 
of the United Nations. 

I think this could go into the record because it is a matter of public 
record. It shows the traflic through Southeast Asia, the traffic ip 
Hong Kong, Singapore, Thailand, and also the traffic in Macao. | 
shows a rather serious situation which has arisen there. 

Mr. Gary. We will insert that in the record at this point. 

(The information referred to is as follows :) 


E/CN. 7/L. 129 April 28, 195% 
United Nations Commission on Nareotie Drugs 
Eleventh session 
Item 4 of the agenda 
InLicir TRAFFIC 
REPORT OF THE COMMITTEE ON ILLICIT TRAFFIC 

Page 4: 

“4. The heaviest traffic as in previous years centered in the Far East * * * 
The Commission was informed by the representative of the United Kingdom 
that owing to the geographical position of the territory, there was a heavy traffic 
flowing through Hong Kong particularly in opium and opiates se 

Page 5-6: 


“RAW OPIUM 


“10. As in the past, the traffic seemed to be concentrated in the Far East * * *, 
The Commission viewed with concern the very heavy traffic in the Far East 
and particularly noted that a quantity of 35,524 kg. of raw opium had been 
seized in Thailand * * *, 

“11. The representative of the United Kingdom drew the Commission’s at- 
tention to the very difficult problems of control facing the Federation of Malaya, 
Hong Kong, and Singapore. There was an appalling illicit traffic situation in 
these territories and their resources were being strained to the utmost in trying 
to deal with this problem. The regular flow of opium and other drugs by land, 
sea and air towards and through territories and the significant quantities in 
individual seizures would seem to indicate the existence of a well-organized 
traffic. In Malaya, a young country nearing independence, the Government had 
to deal with many problems resulting not merely from the country’s new status 
but also from the aftermath of war, occupation and rebellion. The seriousness 
of the drug problem there might be judged from the fact that despite the gravity 
of his other preoccupations the Chief Minister of the Federation, on a recent 
visit to the United Kingdom, had thought it necessary to emphasize the extent of 
the illicit traffic in narcotic drugs * * *. In respect of Hong Kong, the growing 
use of commercial aircraft by traffickers was noticeable and, apart from the 
opium that passed through the colony for consumption as such, it was suspected 
that much of it was earmarked for transformation into crude morphine or di- 
acetylmorphine (heroin) * * *. 

“12. The Government of the United Kingdom were gravely disturbed at the 
movement of opium from the interior of Asia through Thailand which had greatly 
aggravated the illicit traffic in these territories * * *. There could be no doubt 
that a prolonged and concentrated effort to curb this traffic would have to be 
made by the Government of Thailand in the face of great difficulties.” 


““MORPHINE BASE AND CRUDE MORPHINE 


“oo 


23. The Commission felt grave concern at the striking increase in seizures 
of morphine base and crude morphine hydrochloride as compared with 1954. 
The most significant feature of the traffic was the existence of clandestine mant- 
facture in both the Far East and the Near and Middle East * * * 

“24. The Commission noted that the Government of Thailand had reported 
81.888 kg. of crude morphine hydrochloride. The observer of Thailand empha- 
sized that there was no clandestine manufacture of crude morphine in Thailand 
itself. However, there was a considerable traffic in the drug originating in 
the forests beyond the frontier in the northernmost part of the country. * * * 
A small part of the contraband was for illicit domestic consumption, but most 
of it was destined for illicit export to Singapore and Hong Kong.” 

Page 11: 
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sub- “DIACETYLMORPHINE (HEROLN) 
nei} “30. In the view of some countries there was traffic in the drug from the 
mainland of China through Hong Kong and Macao to China (Taiwan) and ‘Japan. 
iblie The mainland of China was also reported as one of the main sources of diacetyl- 
Cin morphine for the United States of America * * *, 
It “32. North America continued to be the destination of much of the more highly 
organized traffic in this drug * * *.” 
Page 18-19: 
THAILAND 
#56. The Commission took a grave view of the situation in Thailand which, if 
1956 | anything, was more sombre than that reported last year. It noted that the 
Government of Thailand had reported very heavy seizures of opium and crude 
morphine. The Commission considered the emergence of a heavy traffic in 
morphine as one of the most sinister developments in recent years. 

“57-58. The observer of Thailand stated * * * The bulk of the opium seized 
ecame.over the northern land frontiers of Thailand and the presence of armed 
pands in that region who were using opium to defray their expenses had further 

'*#* | complicated the situation. This traffic found a market, to some extent, within 
gdom | Thailand itself, but much of it was also destined for export to places such as 
rafie | Singapore, Federation of Malaya and Hong Kong. 

“59: * * * there was a considerable traffic in crude morphine hydrochloride 
originating in the forests at the frontier in the northernmost part of the country. 
The dug. was being smuggled through Chiengrai to Bangkok by highway and 

| milroad. A small part of it was for illicit domestic consumption, but most of it 
Rast was destined for illicit export to Singapore and Hong Kong. 

oa “60. * * * His country had ree eived scant cooperation from the neighboring 

een | countries in the common struggle against the illicit traffic * * * However, he 
's at felt that international cooperation to curb the flow of narcotic drugs over the 
Ss - o . ry . . 
‘lave northern frontiers of Thailand was urgently needed. Despite an unhappy and 
on in desperate situation he expressed his Government’s determination to continue its 
rving struggle against the illicit traffic. 

land, “62. The Commission expressed its sympathy with the difficult position facing 
a in that country. It wished to stress that the situation there was one of serious 
nized danger to the international community. 
thad} Dr. Anstincer. Here is something right up to date. The enforce- 
status 
aa ment authorities in countries outside of Communist China face a con- 
avity | tinuing deluge of narcotics from Red China only with great difficulty. 
‘ecent One of these countries, the Federation of M: lay: an States has banned 
ent of | the smoking of opium. The smoking of opium has been banned all 
owing 

through the Far East now except in Thailand, which is taking action 
n the ast 
ected | this year. These countries have made great progress, but with this 
or di: | increasing supply of opium which comes down from Yunnan, the 
southernmost Province of Red China, into those countries like Burma, 

it the : be ‘ ae ia : yee 
veatly | Lhailand, Laos, Vietnam, it makes their situation very difficult. 
doubt For instance, in Malaya in the first 6 months of this year there were 
to be | 146 pounds of opium seized. 

In Singapore, where the British authorities are making a very deter- 
mined effort, over 3,000 pounds of opium were seized in the first 6 

months of this year. There is an increase going on all the time. 

zures o , . . 

1954 In the 3-month period shown here 78 percent of that opium could 
manu | betraced to the mainland of China. 

Mr. Gary. How about Hong Kong ? 

a Dr. Ansuincer. That isin the southern end, sir. 
) - 
oo Mr. Gary. What about Hong Kong? 
riland 
ng in Dr. Ansrtncrr. I think the traffic there is probably worse than it 
*** | ever has been. 
> most 


They are so bold as to put on 1 seizure of 305 pounds of opium: they 
actually put the Crown brand, Chinese inscription on the wrapping 
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stating “Yunnan genuine quality packing.” They are very bold, and | | a 
they also state “Look for the Crown trademark,” and “Customer ga 
please beware of imitations,” and all that sort of rot. a | 
Dr. Anstincer. I just want to point out that 360 seizures of varions | ©” 
narcotics—heroin, morphine base, et cetera—were made in Burma 
in 1954. In 1955, 500 seizures were made in the Bhamo district} yf, 
That is right on the border. It appears in the Burmese reports with | accis 
regularity. The Soviets try to have it stricken from the report, and} 
we say, “We are not going to strike it any more than from the reports | the ¢ 
of any other country. and 
The Burmese are making a valiant effort to stop this traflic. That opiu 
Burma district is in the area of recent penetration by the Communist } ¢jgn, 
forces, and that is where most of the seizures have taken place. You} 
can imagine, if there were 500 seizures made, there were probably} and 
7,000 sorties through that area to Burma, Thailand, into the states} The 
carved out of Indochina, Macao, and Hong Kong. For instance} The: 
in Mandalay in July there were 560 pounds seized. In August there} gn¢ 
were 3 seizures; 3,000 pounds, over a ton, were seized in a city in} (lj 
northeast Burma where it passes en route to southeast Asia. Th} Bp 
people in Thailand report no less than 500 tons have come in through } eylti 
this route. That is a development that has caused considerable con-} red 
cern to the United Nations Narcotics Commission. 0 
We arrested one trafficker who had smuggled in large quantities | yoy. 
of heroin from Japan which had originated in Macao. Then in Ceylon} ex 
there were 23 pounds seized. In February 1956 we arrested another} os 
large Chinese trafficker who had his contact in Hong Kong. We} yd. 
could have indicted him, but it probably would not have done any good. | mul 
gror 
SITUATION IN IRAN 
I want to point out a development which is the most important} ¥ 
thing we have seen internationally in many years. Last year the] actj 
Shah of Iran was disturbed about opium addiction in Iran. They} PD 
admitted to 1,500,000 addicts in that small country. They passed} the 
a law to prohibit the cultivation and consumption of opium. That} yer 
has been accomplished through the Shah and his Health Minister, | Uni 
Dr. Saleh. This is having repercussions in the international circles | lan 
because Iran has been a large producer of opium. T 
Here is one place ICA is working in sending narcotics enforcement | ing 
experts at the request of the Iranian Government in relation to the | is o 
health problems of Iran. The hospitals are full. They are also co | pol: 
operating in the matter of rehabilitation and the matter of replacing | the 
opium crops with something that would help the farmer. That is the | pro 
most amazing development that we have seen. We never dreamed | me 
that such a thing would take place, but it has taken place. It tooka | ma 
lot of courage, because there was great opposition in the Parliament | ma: 
to it, but that has been overcome. The rest of the world is watching | add 
that with a great deal of interest. Here was a country which was | dic 
overridden with opium smokers, and they finally said, “There must | mil 
be an end to this.” You can see the results. I have seen pictures of | the 
the large stacks of bamboo opium pipes that are being destroyed. The | wo 
army is destroying them by running tractors over them. They really | Na 
deserve a great deal of credit. the 
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At the time when this happened, Senator Daniel gave his moral 
support. The Iranians feel very happy about having ‘taken the step. 
It was like jumping into a tub of ice water. They went the whole 
way. 

SITUATION ALONG MEXICAN BORDER 


Mr, Gary. Returning to the Mexican border situation again, what 
assistance are you getting from Mexico now ? 

Dr. AnsLincer. The Mexican Government is using planes to spot 
the clandestine opium fields in the mountains of C hihuahua, Sonora, 
and Sinaloa, and they are sending troops in there to destroy the 
opium, because sooner or later that opium would find its way into 
dandestine laboratories and turn up as heroin. 

There is considerable Mexican heroin being seized in California 
and some in = Middle West, but the situation is vastly improved. 
The Mexican Government is spending a lot of money on that effort. 
They say, “The addiction is not here, it is in your countr y:” They are 
sensitive, naturally, to any criticism by the press, which they get from 
California quite a bit and also from Texas. 

But I would say for a small country that has this problem of illicit 
cultivation and not the heroin addiction problem, they are doing a 
creditable job. 

On marihuana they have the same problems we have but 10 times 
worse because nearly all the marihuana we get is smuggled from 
Mexico. They are approaching that with the best enforcement meth- 
ods that they know. Again, that is so much more difficult than getting 


rid of these opium f fields in the mountains where you can only go by 
muleback and some of these people do not even know what they : ire 
growing. 


ACTIVITIES OF UNITED NATIONS 


Mr. Gary. Will you tell us something about the United Nations 
activities in this field? 

Dr. Anstrncer. I think the most important thing is the control of 
the synthetic narcotic drugs which are coming on the market at a 
very rapid rate, particularly in manufacturing countries like the 
United States, the United Kingdom, France, Germ: iny, and Switzer 
land. 

These new drugs are as potent as morphine. They are pain-reliev- 
ing drugs and many of them are of great benefit to mankind. That 
is one operation of the United Nations—you can put aside all their 
political and economic operations—but that is one place where I think 
the money we have spent there is well worth while just for this one 
problem of limiting the production of these synthetic drugs to the 
medical needs of the world. If we did not have the United Nations 
machinery to furnish estimates on imports and exports, and limits on 
manufacture, we would have in this country a terrific synthetic os 
addiction problem. I would say we would have at least 100,000 ad- 
dicts through these synthetic drugs. The economic loss would be $1 
million a day, which w ould be in addition to the loss of services of 
these people, the economic drag on the community. Let us say that 
would be a loss to us of $350 million a year and we put in the United 
Nations, I think, $35 million a year. So from that standpoint alone 
they do a wonderful job. 
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But, mind you, they are not operational. We have to do the opers. 
tions on the outside, such as in the Middle East where we are cop. 
fronted with a very tough problem. We have to do that, although ou 
reports go into the United Nations. As you see in this illicit traffie 
report, we go through the seizures throughout the world and they ar 
assembled and we try to close the loopholes. 

That is only done through public opinion, world opinion, because 
when a nation falls by the wayside they are exposed in the United 
Nations and they are put on notice that the world knows what is 
going on. 

And they do a lot of other important work in relation to addiction 
and getting countries to put through model laws. They are working 
on putting all these conventions together into one single convention, 
After all, it is the moral support the United Nations lends to this; it 
is not operational. 

Mr. Gary. Do they have many international conferences on this 
problem in the United Nations ? 

Dr. Anstincer. There is one committee of experts on drug ad- 
diction, They say how the new synthetics will be classed. There is 
a committee that passes on estimates. If you do not make an estimate 
they will make an estimate and you are bound by it. 

The Permanent Control Board is something like a world court, 
They sit in Geneva twice a year and go over the entire situation. 

Then there is the United Nations Narcotics Commission, composed 
of about 15 members, that have problems like we have, and problems 
similar to those in Mexico, the United Kingdom, and different coun 
tries. They are more a legislative and reviewing body. They pas 
resolutions and so forth. 

We have developed in the United Nations a laboratory which has 
become so expert you can take any seizure of opium made anywher 
1n the world and submit it to them and they can tell you exactly wher 
it came from. There is a lot of opposition where the finger of diver. 
sion 1 might point to that country and they do not want that informa. 
tion passed through the Commission. 

The Senate, and I think the House, passed a resolution that that 
information must be transmitted to the United Nations Narcotics 
Commission so that they can determine what to do in relation to the 
country where the diversion takes place. When the United Nations 
resolution came up I attacked it from every point I could to show how 
ridiculous it was to keep that a secret. I said that information must 
be transmitted to the Commission and made known throughout the 
world. I was the only delegate that voted against the resolution that 
went through in that ridiculous form, and now they are coming to 
realize their mistake, now that you have a laboratory and it is so per. 
fect. Some of the countries fe It, ar they Say we are the source of the 
seizure, it might be a slander against our name and how can tliey prove 
it,’ and soon. I think that will go out the window. 

Mr. Gary. You mean the resolution that prevents them from dis 
seminating information ? 

Dr. Anstincrer. Yes, because if we send opium to that laboratory 
and get a report on it, we will disseminate that information to all 
countries. 
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AGENTS IN FOREIGN COUNTRIES 


Mr. Gary. How many agents do you have on your:staff at the pres- 
ent time who are located in foreign countries? 

Dr. AnNstIncEeR. Six. That is an increase over what we had before. 

Mr. Gary. Is there any objection to stating where they are located, 
Imean in what countries they are located ? 

Dr. ANsLINnGeR. Off the record. 

(Discussion off the record. ) 

Mr. Passman. Off the record. 

(Discussion off the record. ) 


MONTHLY OBLIGATIONS 


Mr. Gary. What are your obligations by month through 1956? In- 
sert that in the record, please, sir. 
(The information requested is as follows:) 


Status of appropriation as of Dec. 31, 1956 


Appropriation for fiscal year 1956 $3, 250, 000 
Anticipated reimbursements___ 61, 700 
Second Supplemental Appropriation Act ; 200, 000 
Total available for obligation 3,511, 700 
Approved apportionment through Dec. 31, 1956____- : , 816, 365 
Obligations incurred by month: 
July 1956______- ; 265, 961 
August 1956 272. 157 
September 1956 260, 818 
October 1956____ 286, 369 
November 1956 284, 046 
December 1956 294, 840 


1, 664, 191 
NUMBER OF AGENTS IN 1957 AND 1958 


Mr. Gary. How many positions were provided by the funds avail- 
able in 1957 : 

Dr. Anstincer. There were 259 agents made available under the 
appropriation, then the supplemental funds that were allotted took 
careof 25 agents. That madea total of 287 agents. 

Mr. Gary. How many are now on the rolls? 

Dr. ANstincer. We have 267. That is 20 short. Sixteen are in the 
process now, which will bring the total to 283 for this year, which is 4 
short of the goal, so you see how hard we are working to get that type 
of enforcement agent. 

Mr. Gary. How many were recommended by the Senate committee ? 

Dr. Anstincer. Twenty-eight more and 3 clerks, or 31 positions, 
were recommended by the Senate. 

Mr. Gary. I am talking about the Daniel committee. How many 
did they recommend ? . 

Dr. Awsttncer. AsI recall, they recommended 350. 

Mr. Gary. 350? 


Dr. ANstinGeR. Yes. overa 2-year period. 





346 


Mr. Gary. How many will the funds you are requesting for 19% 
give you ¢ 

Dr. Anstincer. They will give us an additional 12 agents and9 
clerks, which will bring the total to 299. Mr. Chairman, “I am sorry 
I cannot say why it was not made 300, but it was 299. That was the 
figure, and, I think, Mr. Chairman, in the light of this new legislation 
we cer tainly should not go plowing ahead putting a lot of extra mep 
that we cannot get anyway. 

Mr. Gary. You think that is all you should employ during the nex 
year? 

Dr. Anstincer. Yes, because I expect to come up here with some 
charts next year that will show what this new legislation has done, 

Mr. Gary. Moreover, you think you would have difficulty rec ruiting 
more qualified agents than that for next year ? 

Dr. AnstincEr. Not only do we have the handicap of having ty 
concentrate our efforts to obtain Negro, Sicilian, and Chinese agents, 
but every enforcement agency today i is faced with the same problems 
of recruiting, and there just are not men available. 


WORKLOAD TABLES 


Mr. Gary. We will insert the workload tables on pages 226, 227, 
228, and 229 of the justifications in the record at this point. 
(The material referred to is as follows :) 


In order to complete cases of the above nature, it is necessary for agents to 
work on a round-the-clock basis in observing all movements of the suspects. The 
present overseas force, while limited in number, has produced excellent results, 
It is the desire of the Bureau to augment the overseas staff as much as possible 
as time goes on in order to provide a larger number of agents for surveillance 
activities, not only to undertake additional cases, but also to bring current cases 
to a more rapid conclusion. 

The following tables reflect (1) a 5-year comparison of illicit narcotic-violation 
eases compiled with resultant convictions, (2) distribution of the past fiscal 
year cases by geographic locations, and (3) a 5-year comparison of instances 
where illicit drugs were seized. 


Com} 


——— 
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Comparative statement of cases completed for prosecution and convictions received 


Cases completed Convictions | 
Seastteeerec ets 5 ates pétabescacate eens Sethe ot Sentences Fines 
| | imposed, i 
Regis- | Unregis- Total Regis- | Unregis- Total | years 
tered tered tered tered 


1952. seit 264 4,017 4, 281 
1983 261 3, 703 3, 964 
194... : 184 2, 647 2, 831 
? 
2 


» 2 6, 732 | $174, 690 
601 2, 65 7,011 | 266, 445 
147 2, 18 , 380 | 269, 622 
090 2, 134 | , 810 252, 146 
, 715 | 75 i, 446 361, 678 


1955. . 156 2, 435 
i Wisc 129 2, 220 


2, 591 


2, 349 35 | 


bobo ho Ge 


—_— — = Ts ~~ — —_ 


Statement by States and Territories of cases completed, violations reported—fiscal year 1956 


Mari- 
huana 


Alabama. ----- Kea Nevada : 
Alaska... 3 f New Hampshire 
Arizona - -.-- New Jersey .. 
Arkansas | New Mexico--.- 
California. - 2: 5 New York- 
Colorado... ; l North Carolina. 
Connecticut - - 1 é North Dakota 
Delaware. . Ohio 4 
District of Columbia- - - j Oklahoma.__. 
Florida... ; , Oregon... 
Georgia . . - . - : Pennsylvania 
Hawaii Rhode Island 
Idaho. - . South Carolina 
Tilinois - - -- 16 ( South Dakota 
Indiana... 3 ‘ Tennessee . .. 
De inweees é ‘ Texas. . 

Kansas 2 Utah_- 
Kentucky 7 Vermont -. 
Louisiana - - - -- 7 Virginia 
Maine__- , } ; Washington 
Maryland 31 , West Virginia 
Massachusetts 3 } || Wiseonsin- 
Michigan.--- 2 W yoming--- 
Minnesota- 

Mississippi } Total 
Missouri 

Mentana Grand total 
Nebraska... 


Comparative statement of number of purchases and seiz 


| traffic Ports and borders 
cal year 


Marihuana Narcotics 


1, 428 
1, 593 
1, O81 
812 
596 


The policy of the Bureau in confining its efforts to major sources of supply 
of narcotics and interstate and international traffickers has resulted in a de- 
crease in the number of cases presented for prosecution as indicated in the 
“total” columns of the first of the foregoing tables. However, it is significant 
that the cases brought to trial involved major traffickers and represented a bet- 
ter enforcement of the narcotic laws at the Federal level. The average sentences 
of these major violators have increased 77 percent and the fines have increased 
238 percent. The Bureau proposes to continue increasing its efforts at the 
higher level of major violators. 

The effectiveness of the Bureau of Narcotics’ agent force is indicated by the 
fact that narcotic violators represented over 15 percent of the 1955 Federal 
prison population, with Federal narcotic agents representing about 2 percent 
of the total number of Federal law-enforcement officers in this country. 
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The following table reflects on a 5-year comparative basis the number of 
motor vehicles seized which were being operated by persons engaged in the 
illicit narcotics traffic. The steady decline of the number seized results fron 
the fact that the Federal agents are being utilized more and more in large 
cases at the interstate and international levels and the gradual “phasing jp” 
of local cases for handling by the respective State and local narcotic authorities: 


Comparative statement of vehicles seized 


. 


Fiscal year Number 


The Bureau of Narcotics is still actively engaged in the elimination of the 
marihuana plant wherever it can be found growing in the United States. The 
sureau is assisted in this endeavor by certain State governments which classify 
marihuana for destruction under their obnoxious weed-control programs, and 
in other areas by local civic organizations destroying this plant as a possible 
source for marihuana addiction. The following table shows in the acreage 
destroyed and the location by State over the past 5 years under this program: 


i 
Comparative statement of marthuana eradication 


[Acres] 


Arkansas 
Colorado 
Illinois 
Iowa 
Kansas 
Kentucky 
Massachusetts 
Michigan --- 
Minnesota _- 
Missouri 
Nebraska 
New Jerse \ 
Ohio 
Oklahoma 
Pennsylvania 
South Dakota 
Utah 
Virginia 


Average 
All other 


M 
vene 
and 
auth 
Unit 
indi 
poin 
caus 
sup] 
sary 

I 
here 
sary 
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The following table reflects the workload activity of the Bureau of Narcotics 
on a 5-year basis: | 
Comparative statement of workload 


Actual, Actual, Actual, | Estimate, | Estimate, 
1954 1955 | 1956 1957 1958 


Average agents employed, (nonreimbursabk 245 246 | 


4ll other r positions 132 129 134 


Total average employment 373 374 | 380 


Cases completed for prosecution 
1. Narcotics 
(a) Registered persons 
1 persons 


(6) Unregistered 
2. Marihuana 


ll Total cases completed for prosecution 
—12 
Other dispositions 

1, Cases showing no criminal violations 
> 2. Cases involving theft, military assistance, 
f the pats 

The 3, Assistance to local authorities: 

wail (a) Requests h ndled 
SS . ‘ 
ssify (6) Requests unable to handle 

and 
sible rotal disposition 


—— 


"eage Active investigations at close of fiscal year 7,128 
ram; 


Distribution by districts of active investigations on July 1, 


District Location of .um- District Location 0 
num ber head quarters 2 number headquarters 


Boston, Mass 1 Kansas City, Mo. _- 
New York, N. Y 1 Minneapolis, Minn 
Philadelphia, Pa 2 1k | Denver, Colo 
Baltimore, Md 1 | San Franciseo, Calif 
Atlanta, Ga ¢ li Seattle, Wash 
Louisville, Ky 16 Honolulu, T. H- 
Detroit , Mic “h 5 17 Rome, Italy 

Chie: 1Z0, lil 133 | 

Dallas, Tex... 217 Total 


Mr. Canrtetp. Dr. Anslinger, because you are the No. 1 American 
general in this fight against narcotics addiction in our United States. 
and because you are what I truly believe to be the world’s greatest 
authority on narcotics, serving as you do as our representative in the 
United Nations, I am pleased beyond words to have your report today 
indicating chiefly that you believe that this year marks the turning 
point in our big fight against this awful menace. You say that be- 
cause you are beginning to get from the Congress of the United States, 
supported by many States in our Union, the legislative weapons neces- 
sary to win this war. 

I believe you stressed properly the fact that it is public op! nion 
here in our country and i dda the world that in the main is neces 
sary to develop the proper fortification. 


NEW FEDERAL ENFORCEMENT LAW 


The big weapon you got last year from the Congress of the United 
States was the new enforcement law. Briefly, what does that law 
comprehend / 

Dr. Anstincer. The main provision is the 5-year minimum penalty 
against the trafficker, the person who sells narcotics, plus the fact he is 
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given no chance for probation nor for parole. Also the provision | It 1 
for the school. befor 
Mr. Gary. Will the gentleman yield? In 
Mr. CANFIELb. Yes. under 
Mr. Gary. Is there any additional penalty for the second or third | ethica 
offense ? Mr 
Dr. ANSLINGER. Yes: the penalty doubles as it goes up the scale, (D 
Mr. Gary. For each conviction thereafter ? Mr 
Dr. Anstincer. For each conviction thereafter the penalty willbe} (D 
double. 
Plus the provision for setting up the school, which brings the local 
and the State enforcement officers from all over the country and sends 
them back home with a complete understanding of the whole problem, | Mr 
And this witness immunity provision which was in the same act has} Yea? 
been of inestimable value in connection with smuggling from Ching | ®ve" 
to the west coast. woul 
OHIO NARCOTICS LAW situal 
awar 
Mr. Canrievp. You told us today about the Ohio statute enacted, 1} sorry 
believe, in recent months, which you say is the most effective statute in | addic 
the Union? repor 
Dr. ANsSLINGER. Yes. Yo 
Mr. Canrtevp. Briefly, what does that statute comprehend ? be ge 
Dr. Anstincer. That provides a minimum of 20 vears for the un-| today 
lawful sale of narcotic drugs in the State of Ohio. Since it has been} Dr 
in force there, we do not know of any cases where the judges have} leade 
refused to give the minimum penalty. In fact, they have gone 9} ana 
far in their sentencing in Ohio, where you have an aroused public, that | that 
some of these judges have ac tually sent these men up for life. In] pega 
fact, in Columbus, Ohio, not more than 2 months ago a particularly addi 
vicious trafficker was before the court and the court said, “I am going} Th 
to take you out of society for the rest of your life,” and his sentence was | legis 
something like 40 to 60 years. That is the situation in Ohio. That is } lesse 
understandable because of the many organizations in Ohio that took | |egis 
part in that drive. attor 
Mr. Gary. Will the gentleman yield for a moment? othe 
Mr. Canrretp. Yes. erno 
Mr. Gary. How does this apply to doctors and druggists? mitt 
Dr. Anstincer. There would be no distinction in the State of Ohio. | jg a} 
In fact, there is a case pending now in relation to a druggist who faces | |. 
this penalty. He was a persistent violator. that 
I might say in our Federal enforcement this law of Congress would } pyc 
apply equally to the doctors and druggists. However, we have thrown | jg 
an arm of protection around that particular type of case by not allow: | yep 
ing the field to be the judge of the continued investigation. A case | Stat 
involving a doctor or a druggist would have to be referred to the | jng 
sureau, and we will determine whether that case should go under} g, 
State law or should be prosecuted under Federal law. Certainly we | of x 
do not want these severe penalties to apply to technical violations | | ¢: 
against the medical or pharmaceutical profession. At the last meeting | Jo, 
of the National Retail Druggists they passed a resolution to come t0 | ga¢ 
Congress and ask that these severe penalties be reduced insofar as they | 
applied to druggists and doctors. I assured them I did not think Con- | yng 
gress woud pay attention to that because a technical violation is not | p 


prosecuted. 
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ion | It would have to be a case of commercialized sale to drug addicts 
before we presented it for prosecution. 
In this Ohio case, which was a State case involving a druggist, I 
understand he was just as bad as a street peddler. I do not think 
ird | ethical druggists and doctors have anything to fear. 
Mr. Canriecp. Off the record. 
ale. (Discussion off the record. ) 
Mr. Gary. Off the record. 
| be (Discussion off the record. ) 
ea] SITUATION IN NEW JERSEY 
nds 
em| Mr. Canrievp. Dr. Anslinger, I have heard you testify in yester- 
has | year that oftentimes a State, through its legislature, would develop a 
ing | severe penalty statute and the people engaged in this illicit traffic 
would go to another State. Of course I am “keenly interested in the 
situation in my home State of New Jersey, and | am sure you are 
aware of that. You have been extremely helpful to our State. I am 
d,I} sorry to note in one of the presentations today that the number of 
ein} addicts reported in 1956 in New Jersey exceeded slightly the number 
reported in 1955. 
You have commented before on the New Jersey statute. Will you 
be good enough to describe the situation as you see it in New Jersey 
un- | today, making reference also to our law / 
een} Dr. Ansiincer. Mr. Congressman, I think New Jersey took the 
save} leadership when this wave of addiction began about 1950. It passed 
® 0} anaddict law which was really excellent, I thought; certainly the best 
that | that any State had. Up to the time Ohio took this action, I always 
In} regarded New Jersey as being a leader in this struggle against drug 
arly | addiction. 
ang} The New Jersey Commission last year a a bill to the 
was | legislature sort of patterned after the Ohio bill, but it provided for 
at 18 | lesser penalties. I think the pen: ay was 10 years. That passed the 
took | legislature and the Governor held hearings, attended by the deputy 
attorney general of Ohio, the New Jersey narcotic commissioner, and 
other experts, who tried to influence him to sign the bill, but the Gov- 
enor brought up some of the statements I had made before this com- 
_ | mittee. He had all of them. He said, “This fellow said everything 
)hio. isall right, so why should I sign the bill?” ‘Then he vetoed it. 
aces} T would not say the situation in New Jersey is bad. I will repeat 
that the situation is good compared to other places. You do not find 
ould | much addiction in New Je ‘rsey. You find some in Newark. ‘There 
Own | isa little at Atlantic City, but when it starts there they are very 
low- vigorous in their efforts. The sheriff, city police, State’s attorney, 
cast | State police, and we come in there to help. We dispose of those cases 
the | ina few weeks. 
nder | So while it is unfortunate that that bill was vetoed by the Governor 
/ We | of New Jersey, because it certainly would have reduced those figures, 
lons | I still have creat admiration for the way things are going in New 
ting | Jersey. I was invited to the meeting but I understood the « ards were 
6 0 tacked. so why should I go. 
they Mr. Canrtecp. The bill you describe increased the penalties over 
po and “ those preser ibed in the existing statute? 









Dr. ANsLINGER. That is right. 
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Mr. Canrrecp. And moved over toward the Ohio statute ? 

Dr. Anstincer. About halfway. I have no criticism of the Qoy. 
ernor; he had his advisers, and he quoted my statements, which ] 
certainly would stick to today. If I had been there, I would haye 
made the same statements that I have made before this committee, 

Mr. Canrievp. But you also would have spoken out for the bill? 

Dr. Anstincer. Yes, because I do not think anybody would want 
to traffic in New Jersey with a law like that. New Jersey has the beg 
addict law in the country. 


CONTRIBUTION OF UNITED NATIONS 


Mr. Canrreip. Dr. Anslinger, you have gone a long way today to 
make me think better of the U Inited } Nations. I take it from your testi- 
mony today that in this particular field the United Nations has made 
a terriffic contribution, and you pointed that up by relating to us the 

case of Iran, which in recent years has gone a long way tor ward ridding 
itself of opium production and traflic, through the aegis of the young 
Shah and his medical adviser. What did you say his name was! 

Dr. Anstincer. Dr. Johanshah Saleh. He was educated in the 

United States and he is fighting a terrific battle on this problem, 


ICA ACTIVITIES IN IRAN 


Mr. Canrrecp. Furthermore, you made me think more of the ICA, 
a Federal agency which, I take it from your testimony today, has 
done a lot to help Iran substitute some form of production in Tieu of 
opium, to keep their economy alive, having in mind the fact that the 
opium production in the years gone by meant very, very much to their 
economy. Isthat true? 

Dr. Anstincer. That is true, substantial income. Although I 
notice that there was a very critical report made by a committee of 
Congress on ICA activities in Iran, I am sure that the ICA is going 
after this in a very businesslike way, and the type of men they are 
sending there—— 

Mr. Canrtevp. I saw that report, but I am speaking specifically 
about the narcotics situation in Iran, which, I recall, disturbed you 
greatly in years gone by. 

Dr. Anstrncer. Oh, yes. I have attended various meetings where 
ICA and various other Government officials were present to discus 
what should be done in Iran. The United Nations is also sending 
some of their technical assistants down there and are participa 
in this drive to help Iran in this very gigantic struggle, because to rid 
a small country like Iran of 1,500,000 addicts is a tremendous task. 

Mr. Canrretp. I was also glad to hear you pay tribute to the Gov 
ernor of Texas. a former United States Senator, for doing all he 
could to do away with this traffic. I feel with you that Governor 
Daniel, continuing his attitude, which I am sure he will, toward this 
menace, will help greatly in knocking out this across-the-border 
traffic which has been of great concern to you. 

Dr. ANSLINGER. Yes. 
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Mr. Canrietp. When the Secretary of the Treasury was before 
usa few days ago he emphasized the fact that your main function was 
to stop this awful thing at its source, to keep it from coming into the 







































































' United States, and also to cooperate as best you could with State and 
rant} Jocal authorities, emphasizing that unless we got the right cooperation 
best} from local authorities we were not going to be able. to do the job 
weshould do. 
Do you feel State and local authorities are giving the fullest kind 
of cooperation today ? 
Dr. ANsiincrer. Exce pt on a legislative level in certain States. New 
yt} York has just set up a legislative commission composed of about 15 
est} members to study that problem in New York and see what should 
nade} he done. The problem there is concentrated in °~.w York City. I 
the have often told them, “Why don’t you go on a ferryboat to New Jersey 
ding} and see what they are doing the re? They do not have that problem 
ung} in New Jersey, but you have it here. 
| The New York commission is taking on this job in a rather serious 
the} yein, and they still maintain that hospital for adolescents, which is 
doing good work. 
The places where we fall down on State legislation are, I would 
say : 

, In Michigan, where there is a concentration of the traffic in Detroit. 
ICA, In Iinois. The legislature there could do something. They have a 
hy commission working. We have talked to them. 

- i And Senator Daniel will take care of the situation in Texas. We 
rh eT fee] good about that. 

Met) In California you have, I should say, the worst problem without 
hI anything being done on the legislative level. The local enforcement 
ne people could not be better. We have nothing but great praise for 
ae them. But as you recall, Congressman Canfield, in 1950 we started 
are | tom nothing in the cities until you have now in New York City a 
7") narcotic s squad composed of 200 men ; in California, 80; and in Texasa 
cally} MW organization is starting up to take care of the situation at the 
ven local level. aad : : a 

You have these centers of traffic in narcotics: New York City, Chi- 
chere | (289 California, and Texas. Almost everywhere else you have a di- 
seuss | MNUtion of the activity. 
idling SITUATION IN THE DISTRICT OF COLUMBIA 
ating 
orid) Mr. Canrrerp. In our Nation’s Capital some years ago there were 
sk. | some tragic disclosures. Local narcotics officers of the District of Co- 
(r0v-} lumbia were disclosed as being involved in this traffic, and a study 
ll he) made by this committee showed that in m: ny respects the jurists were 
ern! not handing down realistic sentences. What is the situation today 
1 this} shout the District of Columbia ? 
order 


Dr. Anstincer. As I told you last year, we noticed a complete revo- 
lition going on in the District of Columbia in respect to the narcotics 
traffic. Now you have this ¢ ompulsory addiction law in the District, 
plus you apply the new act of Congress to the District specifically. 

fe see a great change that has come over in the Capital im relation 
tothe illicit traffic. You cannot make these mass raids any more, and 
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you have a difficult time making a case in the District of Columbia be. 
cause of this compulsory addiction law. So I think we are in reall 
good shape. We make a few cases, but nothing like they were in the 
past years. 

Mr. CanFriELp. What about the sentences that are meted out ? 

Dr. Ansuincer. The sentences that are meted out are more than yw 
can hope for. All the judges are meting out sentences comparable 
ane sometimes in excess of the averaged meted out in other sections 
of the country. So that situation has positively been corrected. 


PAY OF ENFORCEMENT AGENTS 


Mr. Canrietp. You told us it is very difficult to recruit enforcement 
agents at the pay you have to accord them, and I can understand that 
very readily. That is the fault of the Civil Service Commission of 
the United States, which causes you to pay $4,225 for an enforcement 
agent at grade 7. I do not see, either, how you can recruit good men, 
men of tale nt, at that pay. Let me ask, are you required to keep 
them long at that level ? | 

Dr. Anstincer. We keep them about a year and then we make then 
journeyman agents providing they have come up with the goods af 
that time. But we are having a lot of separations, men who come it 
and spend 6 months and decide, “Well, this is not the work for me.” 

Mr. CanrFievp. Like the chairman of the committee and the gentle 
man from Louisiana, Mr. Passman, I too am disturbed to hear that 
in one case a Federal judge apparently was extraordinarily lenient 
in a case under the new law, a case where the jury was waived and 
the judge rendered a not guilty verdict. I feel, with other member 
of the committee, that this problem has to be one of continuing study 
on the part of our group. 


NARCOTICS AMONG COMMUNIST TROOPS 


Dr. Anslinger, you told us in describing the situation in the East, 
that where the Communist forces penetrate, such as down through 
Burma, there was noticeable traffic in opium. This leads me to this 
question : Do you know whether the C ommunist troops themselves art 
afflicted with any desire for narcotics? 

Dr. Ansttncer. I do not think so, Congressman. I am pretty 
sure the Chinese crack troops are free of opium smoking. There was 
a time when there was opium addiction in the Chinese Army, but I do 
not think that is true today. That is the best information we have 


SITUATION IN YEMEN 


Mr. Canrretp. There was an article in the press today about the 
country of Yemen and the influence of “kat” on the Yemen economy. 
What is that story? 

Dr. Anstincer. That is on the agenda of the United Nations Com 
mission for study this coming session in April. There have beet 
references to it. I do not think it is a drug of addiction. I think 
is a particularly dangerous drug in relation to what it does to yol 
physically, from what I know about the drug itself. It is only in that 
particular area that it is used. It is not used widely in the Near Eas 
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or in the Far East. It is not known in the Far East. I suppose it is 
gsmething that has grown as a matter of habit. 

Mr. Canrretp. As I understand, the leaves grow on a bush about 10 
feet high and the people chew the leaves ? 

Dr. Anstincer. I think there is a superstition that it gives you 
virility. It does not. All the experts agree it is not the thing to take. 


DRUG ADDICTION AMONG ENFORCEMENT PERSONNEL 


Mr. Canrietp. Early in December I was invited by Senator Kefau- 
ver to sit in with him at hearings held in Newark on the subject of 
juvenile delinque ney, and at these particular hearings there was tes- 
timony by men and women who participated in a ‘flimflamming of 
elderly women in what is known as the “pigeon drop” racket. All of 
the girls—many of them brought in from reformatories—who testified 
said that this game could flourish only in cities where there were 
“umbrellas,” “umbrellas” mean local police protection. They also 
testified that most of them had been addicted to narcotics. 

When the Newark police and detectives testified, I expressed the 
hope to them there were no umbrellas in Newark so far as narcotics 
were concerned, and they said there were none. Is it correct to say that 
generally speaking throughout the United States of America you and 
your ac tivities are not bothered by what the racketeers know as um- 
brellas ? 

Dr. ANstincer. There is nothing like that to our knowledge at this 
time. 

Mr. Canrtevp. For instance, we had one “con” man before us whose 
records showed he had been before the courts of the land, Federal, 
State, and local, almost 40 times on different violations, all kinds of 


| violations, including violations of our narcotics laws, and generally 


speaking had served only light sentences. Looking over that record, 
I was surprised to note the number of times he h: id been given what 
we know as a suspended sentence. 

Dr. Anstincer. I might add that where you find confidence men 
working, you generally run into drug addiction. I suppose we put 
away as many confidence men for drug addiction as the local police 
put away confidence men. They are generally addicts. 

Mr. Canrietp. Off the record. 

(Discussion off the record. ) 


NEGRO AGENTS 


Mr. Canrrevp. I wonder if it is proper—if I am treading on dan- 
gerous ground I hope you will tell me—but I note in your charts pre- 
ented today that the dope peddlers of the United States apparently 
prey to a large degree on our Negro population, and that I am sorry 
tohear. This leads me to ask you this question : : Do you recruit and 
train Negro agents to work in these areas ? 

Dr. ANSLINGER. Our main objective now is to recruit Negro, Sicilian. 
and Chinese agents. We are getting a very fine grade of colored 
agent where he measures up to the type of service demanded of him. 

Off the record. 

(Discussion off the record.) 
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Mr. Canrtetp. Dr. Anslinger, we have in our country today some 
great Negro newspapers, newspapers of large circulation, especially 






































in some of the biggest cities of the land wherein this challenge is most Mr 
pointed up. Are they being helpful to you and your leadership jn |.2®¥¢ 
this fight ? mn 
Dr. ANsLINGER. One newspaper in the United States which I think | “™@° 
is the leading Negro newspaper is the Pittsburgh Courier-Journal, has 
They have taken up this crusade and are doing as much as they can, | @¥& 
I think it is a gentleman by the name of C lark associated with the we 
paper who comes in to see me frequently, and he writes some very, ee 
very good articles without pulling any punches. That one Negro ard ¢ 
newspaper, the only one that I have seen, is doing good work. Other OD 
newspapers can take it from there and follow their lead. Off the Ds 
record. M 
(Discussion off the record.) = 
and | 
THEFTS AND FORGERIES BY ADDICTS "hy 
Mr. Canrietp. When the Chief Postal Inspector, Mr. Stephens, was | P0S® 
before us, he talked about the increasing number of thefts and forgeries, M 
checks mainly being stolen from mailboxes, and he said then he felt 
drug addiction was responsible to a great degree. I assume the Post 
Office Department sends reports to you? M 
Dr. ANsLINGER. Since you brought that up, Mr. Congressman, we - 
have been in communication with them and asked them to make a old 
separate category of drug addicts who steal checks and forge them, = 7 
They were not in the position to give us a breakdown of what hap- a 
pened in the various areas, but they have set up a system whereby jet 
we will get that category on a separate form and be able to tell what -_ 
is happening. In the State of Ohio, the rate of check forgeries has nN 
dropped in the same proportion as indicated on that chart. ior 
TRANQUILIZER DRUGS =* 
Foc 
Mr. Canrievp. Dr. Anslinger, the newspapers of our land and peri- \ 
odicals of our country currently are filled with stories pro and con | ™! 
on the subject of these tranquilizer drugs. Will you briefly describe I 
the problems that face us in connection with these ? the 
Dr. Anstincer. Some doctors have cautioned and warned about | P™ 
the danger of drug addiction from the tranquilizer drugs. There is | © 
some consideration being given to that subject by the National Re- Tur 
search Council’s Committee on Narcotics. The key to something like od 
that is the addict himself, and you do not see a drug addict touching = 
those drugs. They do not even try them. M, 
There is this possibility, which is true of barbiturates. If you start | 7 
using anything in nontherapeutic doses, you can become addicted to . 
anything if you take nontherapeutic doses. But we have seen nothing 
in this orbit, and I am thankful, because I think these drugs, in rela- - 
tion to the mental-health problem in this country, are of terrific value. tic 
Mr. Canrteip. Off the record. os 


(Discussion off the record.) 


TRAINING SCHOOL 


Mr. CaAnrretp. Your new school here, what connection does that 
have with your Camp Gordon activity, if any? 

Dr. Anstrncer. Not any wh: atever. We have not had any of the 
armed services with us, have we / 

Mr. Grorpano. Yes; from the local area we have had representa- 
tives of the military in the school. 

Dr. Anstincer. We are still welcome at Camp Gordon and took ad- 
yantage of that up until the time we got the Treasury school to a stand- 
ard or level where we thought that school would be sufficient for our 
purpose. ; 

Mr. Canrretp. Camp Gordon is a military school ? 

Dr. ANsLinGer. Yes; under provost marshal. 

Mr. Canrietp. Under the auspices of a provost marshal for military 
and other agencies of the Government who may be interested in send- 
ing men for appropriate indoctrination and study ? 

Dr. Anstrncer. Yes. The Treasury school now answers the pur- 
poses. 

Mr. Canriecp. That is all. 


“GOOF BALLS” 


Mr. Passman. Dr. Anslinger, last year during the hearings we dis- 
eussed briefly national publicity with respect to “goof balls” being 
sold by some auto and truck service stations to certain cross-country 
and other long-distance truck drivers, who drive long hours without 
adequate rest. Subsequent to the present hearings I have read several 
disturbing articles on the same subject. Has the situation been im- 
proved ? 

Dr. Anstincer. That comes under the Food and Drug Administra- 
tion. Last year they made an undercover investigation which brought 
in quite a number of these people for prosecution, and I believe the 
Food and Drug people feel much better about the situation today. 

Mr. Passman. Why would it come under the Food and Drug Ad- 
ministration? Are barbiturates considered to be habit forming? 

Dr. Anstincer. They have never been classed as a narcotic under 
the Federal narcotics statute, and they could not very well be com- 
partmentized in relation to the control exerted over morphine. The 
control would be so tight that I think it would cause hardship, and 
furthermore I believe from our experience, we see those drugs do 
more good than harm to people with so much tension in the country 
today. There were several bills pending here on the subject. I think 
they were all considered by the two committees, the House Ways and 
Means Committee and the Senate Judiciary Committee, and they came 
to the conclusion they should not be under the Bureau of Narcotics. 

Mr. Passman. But they are vigilant in the situation, are they 
not, with detections, charges, prosecutions, and convictions ? 

Dr. Ansuincer. Yes. Their agents are concentrating on that par- 
ticular class of drugs, and we do not see them in the illicit: traffic so 
much any more. We used to see a lot of drug addicts who would take 
them as a carryover. 

Mr. Passman. I wish this comment to be off the record. 

(Discussion off the record.) 








NUMBER OF DRUG ADDICTION BY RACE 


Mr. Passman. You have shown and distributed here today some 
very informative charts. There is one, for example, indicating dr 
addiction by race, from 1953 through the first 10 months of 1956. Tf 
shows total] addicts as 34,729. 

Enumerated by race, the chart shows the Puerto Ricans with 1,875 
addicts, or 5 percent of the total. The Mexicans have 1,399, which 
represents 4 percent of the total, and the yellow races have 768 addicts, 
representing 2 percent of the total. 

Then, there are the white addicts which number 9,870, or 29 percent 
of the total. 

The Negro addicts according to the chart, number 20,835, which 
represents 60 percent of the total. 

Could you furnish us with a table showing the percentages of the 
population of the United States these different. races represent! I 
think such information would bring us into better perspective as to 
the problem of addiction with relation to the various races of people 
in our Nation. 

Dr. Ansuincer. Off the record. 

(Discussion held off the record. ) 

Mr. PassmMAn. Concerning the review I have just made from the 
chart, indicating the percentage of the different races affected by drug 
addiction, as it applies to our civilian population, do you also have 
records which would indicate the percentages for addiction among 
the personnel in our Armed Forces? 

Dr. Anstrncer. The records that I have seen show that this same 
percentage holds true in the Far East in relation to the military serv- 
ices with regard to addiction. 

Mr. Passman. It is my understanding that the Negro represents ap- 
proximately 14 percent of our 170 million popul: ition. If that is true, 
then the prevalence of addiction is extremely one sided, racially—with 
the Negro race representing only 14 percent of the population but ac- 
counting for 60 percent of the drug addiction. I think this is a signi- 
ficant matter’and should be brought into true perspective, so that the 
problem can be factually and objectively recognized by the public. 

(Discussion held off the record. ) 

Dr. Anstincer. I will supply you that information, Mr. Passman. 
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(The information referred to is as follows :) 


DRUG ADDICTION 


Composite Total For Calendar Years 


1953-55 & Ist 10 Months 1956 
Total Addicts 34,729 


Mexican 
1,399 Addicts All Other 
Puerto Rican a a 
1,857 ¢ ep, Addicts 
Addicts 


White 


9,870 Addicts 
29% 
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ASSISTANCE TO IRAN BY ICA 


Mr. PassmMan. You mentioned earlier that the International Co- 
operation Administration had been very helpful in Ivan in work to 
reduce drug addiction. 

How do they obtain their funds for this particular phase of their 
program? Is it through the U. N. appropriation ¢ 
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Dr. ANstincer. No; that is money appropriated by C ee 

Mr. Passman. I know it is appropriated by Congress. I speak of 
the ICA; we do make an appropriation to the United Nations. Js 
this part of the point 4 program ? 

Dr. Anstincer. No; that is different. On Iranian assistance the 
U. N. will carry on their own technical assistance program, and this 
will implement it. 

Mr. Passman. Then this comes directly from the United States, and 
it is part of the aon 4 program ¢ 

Dr. Anstincer. I don’t think they call it point 4. 

Mr. Passman. What is it? I don’t recall this matter as having been 
mentioned in the hearings of our subcommittee. 

Dr. Anstincer. I am sure this is just a grant made to Iran at its 
request to help them in this particular program. 

Mr. Passman. In other words, is this an appropriation given to Iran 
as a dollar credit, with the understanding that they are to spend a 
certain amount of it ? 

Dr. Anstincer. No. These men will go out paid by ICA, but it is at 
the request of Iran. 

Mr. PassMan. Men under your jurisdiction ? 

Dr. Anstincer. A former employee of ours. 

Mr. Passman. Are they under your supervision and working for 
you now ¢ 

Dr. Anstincer. Not right now. They will go with the ICA lock, 
stock, and barrel. There will be the food expert, public health expert, 
and the narcotic expert. 

Mr. Passman. I am trying to clear this up in my mind with respect 
to the part they played in helping to reduce drug addiction in Iran, 
This is under the International Cooperation Administration 7 

Dr. ANsSLINGER. Yes, sir. 

Mr. Passman. What department? 

Dr. Anstincer. That is now under the State Department, I think. 

Mr. PassmMan. Where do they get their aegis ? 

Dr. Anstincer. This narcotic expert will be a retired officer, or we 
will see they get the proper man for that. The food expert will come 
from the Department of Agriculture, and the psychiatrist will be from 
the Public Health Service. 

Mr. Passman. I can understand how under the point 4 program 
there are many aids. You are getting into something highly spe- 
cialized. 

Dr. Anstincer. That is right. 

Mr. Passman. I am wondering if it would not be better if this were 
left under your supervision. You mentioned earlier having agents 
working in E urope and in the Middle East. Why could not this also 
be under your jurisdiction ? 

Dr. Anstrncer. I suppose this is something which has been worked 
out with the Iranian Government at their request. The idea is to let 
the Iranian Government take advantage of these experts and main- 
tain a sort of sovereign status in relation to the work done so there will 
not be too many trying to do their own work. It will be coordinated 
by a committee that had been set up in Iran by the Health Minister. 

Mr. Passman. Health Minister of Iran? 
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Dr. Anstincer. That is right. They want to keep strict control of 
the situation because, after all, I think they will also deserve the credit 
for whatever help we can give them. 

Mr. Passman. You think that these men they recruit could do a 
better job than the men in your department ? 

Dr. Ansiincer. I will say this: That the ICA is seeking advice 
from us and from the other departments asking for rec -ommendations 
as to the best man. 

Mr. Passman. To direct the program, the best man available from 
your department ¢ 
’ Dr. ANSLINGER. Yes, and they will go on the ICA rolls. It will be 
mder the complete direction of the Health Minister in Iran. 

Mr. Passman. But not under your jurisdiction and supervision ? 

Mr. Ansuincer. That is right. 

Mr. Passman. You have such men available ? 

Mr. Anstincer. That is right. 

Mr. Passman. So if Iran should come to you, or their Health 
Minister should ask that you assign a man to the country, a man who 
is well trained, then you would have such a man available 4 

Dr. Anstincer. That is right. 

Mr. €or in. Why, then, should ICA get into this ? 

Dr. Anstincer. I think it is strictly a matter of money, too. We 
couldn't afford. 

Mr. Passman. If you had an adequate appropriation, could you! 

Dr. Anstincer. But they have the appropriation for this particu- 
lar work, and there will be three experts who will coordinate the work. 
But in relation to the narcotic angle I can tell you, sir, that we will 
be informed as to every step taken and as to just how it is to be taken 
and we are being asked for advice even right now before the program 
gets started. 

Mr. Passman. They have followed your advice thus far? 

Dr. ANSLINGER. Yes, sir. 

Mr. Passman. Do you have documentation you could place in the 
record to indicate as much? The ICA is now in 6 of the 88 nations 
with the foreign-aid program, and you will find 45 and 50 different 
missions in some of these countries, and there is a ie of duplication. 
Tam wondering if you do not have duplication in this program, 
because you have your agents here working with agents in the various 
countries? Now ICA comes in with its specialist to help eradicate 
drug addiction. 

Dr. Anstincer. I can assure you that what ICA sends there will 
be closely coordinated with what U. N. is sending down, because we 
are working parallel with the State Department, ICA, the Iranians, 
and the United Nations on this. 

Mr. PAssM AN. l would accept any reports coming from your 
Department at face value and as 100- percent accurate. But if the 
information you have given us tale is a report coming from the 
U. N. or some mission of ICA in Iran, I should like to be informed 
to that effect. 

Dr. ANsiincrer. You can be sure we can evaluate anything that 
comes out of there in the way of reports. I am sure in relation to 
the narcotic angle you will be satisfied. 

Mr. Passman. That is what I am presently interested in. But I 
am yet wondering why they would not ask for a man from your 
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Department, rather than getting another of their missions set yp 
there. 

Dr. Anstincer. I am sure they haven’t taken one step withoy 
being in touch with us on this. 

Mr. PassmMan. You mentioned the number. The entire repor 
states what ICA has done in Iran. What have they done in othe 
nations of the world ? 

Dr. Ansuincer. Nothing. 

Mr. Passman. Why just in Iran? 

Dr. Ansuincer. The Iranian Government has asked for assistance. 

Mr. Passman. In that particular field ? 

Dr. Ansuincer. That is right. 

Mr. Passman. Do you know whether or not they were prompted 
to ask for assistance ? 

Dr. Ansiincrr. No, sir; positively not. 
their part, 

Mr. Passman. Do records so indicate ? 

Dr. Anstincer. After they took this terrific step they appealed ty 
the U. N. and to the United States for assistance: not. financial, but 
for experts. 


This was spontaneous on 


LEGISLATION ON MINIMUM PENALTIES 


Mr. Passman. If I should be permitted my way I would discharg 
them tomorrow and turn the program back to Dr. Anslinger and 
his men. 

Doctor, I wish now to pursue briefly something we discussed earlier 
in the hearings, the matter of legislation Congress enacted last year 
fixing mandatory minimum penalties for persons convicted of narcotics 
traffic. You have had fair or good cooperation from judges through. 
out the United States ? 

Dr. ANsLINGER. Yes, sir. 

Mr. Passman. You mentioned 1 case where 4 agents had gone be 
fore a Federal judge and testified they person ally saw an individual 
buy narcotics, and a judge waived trial by jury and handed down 
a verdict of not cuilt ; 

Dr. ANSLINGER. ek sir. 

Mr. Passman. Did you state this was in California ? 

Dr. ANSLINGER. Yes, sir. 

Mr. Passman. Inthe Los Angeles district ? 

Dr. ANSLINGER. Yes, sir. 

Mr. Passman. Would it be in order for me to ask for the cas 
number ¢ 

Ansuincer. We can furnish that. 
Mr. Passman. Would you furnish it for the record 4 
Dr. ANSLINGER. Yes, sir. 
The information requested is as follows: ) 

United States of America v. Refugio Gonzales Lozoya criminal docket No. 
25033 in the United States District Court, Southern District of California, 
central division. 

Mr. Passman. Does the Federal judge have right to enjoin agents 
from testifying ? 

Dr. Ansiincer. It was brought up by the defense attorney. He 
asked for an injunction against our agents from testifying in the 
State court. The injunction was granted. 
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Mr. Passman. By the same judge? 

Dr. ANSLINGER. Yes, sir. 

Mr. Passman. Therefore the case had to be declared closed ? 

Dr. ANstiInGeER. That is right. 

Mr. Passman. I wonder if the Attorney General would have the 
right, inc ooperating with this fine judge, to have a look at this matter 
and possibly point out where the judge was in error ? 

Dr. Anstincer. There is some question about an appeal by the 
Government right now. That is under consideration. 

Mr. Passman. You will furnish us with the case number in the 
event such action is taken ? 

Dr. ANSLINGER. Yes, sir. 

Mr. Passman. That isall, Mr. Chairman. 


DRUG ADDICTION 


Mr. James. Dr. Anslinger, the charts that you have supplied are 
indeed very interesting. ‘You have one showing a decrease between 
1953 and 1954 of addicts reported, and then quite .a rise in 1955, but 
avery sharp decline from 1955 to the first 10 months of 1956. 

(Discussion off the record. ) 

Dr. Ansiincer. The commissioner of police in Philadelphia has 
devoted a great deal of energy and attention to this problem. Almost 
every new recruit is used under cover in this work. In the last few 
years they have really done a lot of work, and the courts also have 
jumped in and helped. 

We lent a hand there. It is certainly not as bad as it was 2 years 
igo when it was very bad. 

“Mr. James. It is true that raids have been more numerous and they 
have been carried out with more planning ? 

Dr. Ansiincer. And the city judges in Philadelphia have really 
meted out very severe sentences to these traffickers. 

Philadelphia has been one of our problems. 

Mr. James. The State as a whole is not too bad. 

Dr. ANstincer. Only Pittsburgh and Philadelphia. They made a 
mid there in Harrisburg which netted 5 or 10, but that is the only 
other place where we have seen it. 


MAJORITY OF ADDICTS FROM LOW INCOME CLASS 


Mr. James. To get away from localities for a moment, from what 
trata of society would you say the largest number of addicts come- 
the low, middle class, or upper crust 

Dr. Anstincer. Unquestionably it is from below. You don’t see 
many from the middle class to the top. Occasionally you do, but 
nothing compared to these others. 

You get people like in this one city in two police precincts where 
they have the poorest housing, worst social condition. You get ad- 
dicts in that city and I doubt if you can find many outside of those 
precincts. 

Mr. James. TI have heard it said, in discussing this thing with people 
thom I think know something about it, that if you could uncover the 
uddiction in those who can afford it you will find it would be heavier 
than those in the lower class. 
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Dr. Anstrncer. That is untrue. I don’t think any addict can cop. 
ceal his addiction for over 2 years. He has to come to the surfage, 
If he gets it from a doctor that is the type who wouldn’t buy it from 
the illicit trafficker. Once in a while a fellow will be blac kmailed by 
an illicit trafficker, but ordinarily he gets it on prescription. i 
wouldn’t get it for long. 

The addict can conceal the addiction for only 2 years before it comes 
to the attention of the authorities, whether he is high, middle, or oy, 
You rarely miss. 

Mr. James. The end result of addiction is not a respecter of social 
position or wealth. 

Dr. Anstincer. That is right. These fellows mostly have been 
criminals first and then addiction follows. The type of people they 
live with, that is where you get addiction. You don’t see addiction 
where the individual has a good school, a good home, and a church, 

Mr. James. We used to have quite a character in and around Phila. 
delphia who was finally chased out of the country and was forced 
to take up hi 7 home in It any, but from there he operated just as sue. 
cessfully and profitably as he did at any time when he was on the 
loose in the United States. Is that fellow still in existence? 

Dr. Anstincer. Yes, sir; unfortunately he is. He is under sur 
veillance of the Italian police at all times. 

Mr. James. That might be, but does his stuff get through ? 

Dr. Anstincer. I guess so. 

Mr. James. He occasionally slips into the country clandestinely, 
I understand. 

Dr. Anstincer. He never gets by with one trip because the Italian 
police take care of that. He got away only once. 

Mr. James. He is still hale and healthy and getting richer all the 
time? 

Dr. Anstincer. I suppose so. 

(Discussion held off the record. ) 

Mr. Gary. Mr. Sieminski? 


CHEMICAL ANALYSIS OF OPIUM 


Mr. Streminskr. Doctor, what is the chemistry of opium ? 

Dr. Anstrincer. It is the juice of the papaver somniferum. It isa 
poppy that is indigenous to the Near East mostly, and some in the Far 
East. They have the oriental poppy and the poppy somniferum, 
They are not the same. The oriental poppy does not produce opium. 

The juice exudes from the mark of the knife: they have a tiny re 
ceptacle about as big as your hand. The peasant goes out and scrapes 
those little drops, almost as big as teardrops, off of the poppy and puts 
them in this little jar that he has. That is how the collection takes 
place. 

Mr. Sremrnsxt. Is there a chemical analysis of that fluid itself? Is 
it protein? I ask about protein because it is said, and I read this m 
the paper recently, that the thing that causes the craving is the coagu- 
lation of a protein content in the brain which seems to press on some 
system or mechanism in the brain and causes the craving. 

I am attempting here to scout an approach in biochemistry, physi- 
ology, and plant analysis to try to whip this thing and release the 
craving. 
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If you find the cure it is said nobody will be afraid of being an 
addict because they can be cured. I am interested in those people ‘who 
want to get out of this in spite of damage to their system and tissues. 

Dr. ANstincer. The active principle in opium is morphine. You 
get codeine, heroin, and all of these very strong alkaloids from mor- 
phine. ‘The morphine content is about 10 to 12 percent. It varies 
ycording to the way it is treated by the different countries. 

The Rockefeller Foundation has spent over $1 million on exactly 
what your theory is here. If you can find out what there is in opium 
that produces addiction, you can take that out and only have the anal- 
gesia or the pain control. 

There are hundreds of researchers working all the time. There isa 
great fortune for someone who can find an ‘analgesic or pain-control 
medicament which does not have addiction-forming properties— 

Mr. Steminskr. Excuse the interruption. Addiction-forming prop- 
erties—they say the brain controls pretty much what we do. I phoned 
a Mr. Joe Murphy at the National Institutes of Health when I read 
this thing in the paper. He was a friend and I said: “Joe, are you 
folks doing anything about this research ?” 

He said substantially what you did and he explained something 
which seemed learned and which I didn’t follow too much. He 
said something about coagulations in the brain which caused reac- 
tions. Suppose we keep this thing in the brain, Doctor, and see if 
you have had any coordination in your department with the Rocke- 
feller pe ople and other people who might yet be asking you for labora- 
tory reactions, and for human behavior patterns down there in Lex- 
ington. 

Dr. Anstincer. All our calculations went out the window because 
just about the time they were discovering so many new alkaloids of 
opium, and thinking that this might do the work, they ran into the 
synthetic drugs that were discovered in Germany. You had Pethi- 
dine, Methadone, and those drugs are not natural. They are not 
natural alkaloids but they come right out of the chemical bottles and 
they are put to; gether. ‘There is not one grain of prote in in the whole 
thing, and those drugs produce the same addiction, sometimes worse 
than addiction to heroin or morphine. That is something now which 
many companies are working on to see if they cannot develop that syn- 
thetic drug that will control the pain in cancer, or in other serious 
terminal cases where the patient needs some pain control and not cause 
addiction. 

EFFECT OF WITHDRAWiNG FROM DRUGS 


Yet here you have those synthetic substances which do not come 
from proteins. They are or dinary chemicals. You pick up the chem- 
ical bottles and have pain-controlled analgesics and you get addiction. 
You get tolerance where you start in w ith a half grain and build it up 
to 10 grains, which would kill 10 men, and then you get dependence. 
You have to have it every 8 hours, and in some of the new synthetics 
mavbe at shorter intervals, and then you have habituation. 

Then when that drug is withdrawn from you you have these 18 
withdrawal symptoms—your eyes run, diarrhea, vomiting, yawning, 
sneezing, 18 of these things possess you at once and there is no way 
you can control those through any means. It will take you a long time 
to get rid of that. 
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And here you have the synthetics doing the same thing as the natura] 
alkaloids. 

Mr. Sreminski. That is one of the most graphic things I have yet 
heard you say. If only the youth of the land could realize that you 
just don’t commit suicide which is the end product of heroin, but 
before that tears flow, and you have vomiting spells—if they could 
realize what really happens in the price of the jag you have before 
you go off the deep end, they might hold back. 

If you could build that up there would be such a disgust and fear 
of becoming an addict that the populace would rise up and demand 
the fullest possible protection that they have through their laws and 
the fullest desire to stimulate research. 

There is at least $1 million for anybody who comes up with a cure, 
We can paint the picture, openly and honestly. I feel sorry for any 
man introuble. These drug addicts certainly are. 

[ have not heard in 7 years a more graphic description than you 
have just given. Maybe you could list these 18 symptoms that happen 
to a person w ho craves drugs and is denied them. 

(The information requested follows :) 


WITHDRAWAL SYMPTOMS 
If heroin or morphine is suddenly and completely withdrawn from addicted 
persons, a characteristic stereotyped and self-limited illness ensues, which is 
evidence of the changed physiologic state known as physical dependence. This 
illness is characterized by: 
1. Restiessness and tossing sleep about 8 to 14 hours after the last dose 
of morphine is given; this may last several hours. 
2. About the 16th to 18th hour of withdrawal and, after the patient has 
awakened, slight lacrimation. 
3. Rhinorrhea. 

4. Perspiration. 

5. Yawning becomes more marked. 

6. Restlessness and nervousness ensue and become progressively worse as 
the hours go by. Twenty-four hours after the last dose of the drug is ad- 
ministered most patients are acutely miserable, complain of chilly sensations. 

7. Cramps in muscles of back and extremities. 

8. Lacrimation, rhinorrhea, perspiration, and yawning become more 
marked; recurring waves of gooseflesh. 

9. Dilatation of the pupils appears. 

10. Mild hypertension. 

11. Hyperpnea (abnormally rapid breathing). 

12. Fever. 

13. Leucocytosis (increase in number of white blood cells). 

14. Hyperglycemia (excess of sugar in blood). 

5. Increasing restlessness, with twitching of arms, legs, and feet almost 
constantly, with muscular cramping and aching. 
16. Nausea. 
17. Diarrhea. 
18. Rapid loss of weight, as much as 5 to 15 pounds in 24 hours. 

All symptoms increase in intensity until the 36th to 48th hour after the last 
dose of heroin or morphine. The peak of intensity of abstinence symptoms from 
heroin or morphine is from the 48th to the 72d hour of abstinence, after which 
it begins to decline. Five to seven days after the last dose, the most acute symp- 
toms have disappeared and the only complaints are nervousness, insomnia, and 
weakness, which gradually decline over 3 to 4 months, but minor physiologie 
aberrations may persist as long as 6 months. 


At that moment that fellow needs all the help in the world. To put 
a billy club on his head and say he is a scoundrel when he is in that 
condition, we don’t want to say that—these colored people, white 
people, and everyone else, if they knew what they were getting into, 
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with the help of the church, family and home, it might give a man 
that much more resistance before he fell by the wayside into the 


dute ‘hes of this terror. 


Dr. ANsLINGER. That is why we want compulsory hospitalization 
and not the voluntary kind. lf you have a legal restraint that he has 
fo stay in the hospital until discharged by the medical service, that 
isthe only one that works. 

Mr, Sreminski. Have you ever taken the blood test of the — 
that are addicted; for instance, whether it is an O- type blood « 
mother type so we can analyze this by blood types ? 

Dr. Anstincer. That is done at the hospital at Lexington. I am 
sure they use everything known to science. It is the most wonderful 
institution in the ‘world for the study of drug addiction. They are 
approaching it from every conceivable angle. 

Mr. Sreminski. There is no connection between type blood and 
type addicts ¢ 

Dr. ANsLINGER. No. 

Mr. Steminski. I am not trying to blame a race but wondering if 
it depends on blood type, and so on. | 

Dr. ANSLINGER. No, 


RESEARCH INTO CAUSES OF ADDICTION 


Mr. Sreminski. So you think Congress is doing its best? It has 
passed laws, and you say the enforcement people are going ahead and 
research is on the firing line trying to do what it can, and we gen- 


erally in society are aware of the pressures of environment, such as 
any life, economic and sociological surroundings, and I note ages 20 
to30 are the most susceptible. 

Have we studied the age 20 to 30 people in relation to their ability 
to have a job, whether they had jobs, were they married, or denied 
normal fulfillment of man’s makeup ¢ 

Dr. Anstincer. Under grant given by Public Health to Columbia 
University there is an Institute of Human Relations doing magnificent 
studies along this line. 

Mr. Sremrinskr. After 40, aoa to your figures, when a man 
generally has his perspective in life hammered out and sees a more 
clear field ahead, addiction goes down. But from 20 to 30, when a 
man is ready to roll and punch out a place in life for himself, your 
figures show that this age group more readily succumbs to the terror. 

It is pressures from within the body or pressures from society de- 
nying these inner pressures that cause a head-on clash, that make a 
man veer off into addiction / 

Dr. Antincer. Sociologists are doing a magnificent job in New 
York. There are fine pre rts going into that particular phase of it. 
They have written 3 or 4 papers for the National Research Council and 
they are pressing on th: at particular angle—environment, outside pres- 
sures, family life, and so on. They are coming up with logical an- 
swers. 

Mr. Stemrinskt. T hope that when people who are interested in keep- 
ing others see your figures, they will take a genuine interest in helping 
their own kind, whether it is the white helping the white race, the 
colored helping the colored, Puerto Rican helping the Puerto Rican, 
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and so forth. This isachallenge for man allover. Tranquilizer pills 
seem to be an approach in this direction. They say, it is helping mag 
integrate himself into society. 

Pressures from within the body seem greater than the pressures 
of the society around man. To ease tensions men level off into dream 
worlds. In some cases they use narcotics. Maybe it is the result of 
100 years of industrial revolution on man trying to find or integrate 
himself with himself. 


AGENTS BECOMING ADDICTS 


Mr. Sreep. In times gone by I have had some experience with some 
oi your field agents. I was assigned by my newspaper to work with 
them a while and write a series of articles on this subject. I became 
very well acquainted with an agent who many years later became an 
addict himself and had to leave the service. 

Earlier you discussed the difficulty you have recruiting the kind of 
people you want, and you also made a refe ‘rence to casualties. 

I know your men work under very hazardous conditions sometimes, 
Do you have a high casualty rate ? 

Dr. Anstincer. I would say it is pretty high because of the type 
of work in which they are eng aged, 

Mr. Sreep. Is part of the casualty brought on by the fact there 
comes a time, at least for some of your agents, when they become so 
well known they are no longer effective in undercover work ? 

Dr. Anstrncer. In that case we send them to another district. We 
send them from one area to another. The undercover man especially 
is rotated so when he is burned up here we send him to city X. Thatis 
the only way you can work with your agents. We don’t want any 
agents who can’t work undercover because we don’t want agents to 
just want to go around inspecting drugstores and doctors. We have 
no agents like that and couldn’t afford the luxury of that. We want 
agents to work undercover. 

Even our supervisors, we try to have them work undercover. 

Mr. Steep. In my experience in this regard, I never did get over 
being stunned by the tremendous cunning and the fantastic schemes 
they go to in order to distribute this drug to violate the law and escape 
the narcotic agents. Apparently man’s imagination is extended and 
shows what you can expect the next time. 

Mr. Canrievp. Off the record. 

( Discussion held off the record.) 


MARIHUANA IN MINNESOTA 


Mr. Sreep. On page 226 of the justifications you list by States and 
Territories the number of cases completed. You have a number of 
States tabulated. It shows that one marihuana conviction in the State 
of Minnesota was registered. 

On page 228 you have a tabulation of the eradiction of marihuana 
by States, and I notice there that in 1956 you destroyed 2.3673, acres 
of marihuana in Minnesota. 

I was amazed at the stuff growing that far north. I thought it grew 
in hotter climates. Since tha at is such an unusually high amount would 
you comment on what brought it about? 

Dr. Anstincer. That was work done by the State authorities. 
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In Minnesota and Wisconsin they have hemp production, the finest 
fber coming from the marihuana plant. The seed is produced in 
Kentucky where you have the long summer, and then it is grown in 
that very short summer, in Minnesota and Wisconsin for the fiber, 
and then the fiber is processed there. 

There is not much illicit traffic in Minnesota and Wisconsin. This is 
mostly voluntary growth the seeds are disseminated, the wind blows 
them around. Minnesota has a very, very large acreage of illicit 
cultivation, you might say, cultivation which results from having to 
grow hemp to keep up the hemp industry. 

You have this legitimate angle on hemp and the illicit angle, and 
we are now working in the United Nations to produce this hemp 
without the poisonous resin. Success is being had in Korea and Greece 
to produce that plant with the nonpoisonous resin. 

That is why you see this large figure in Minnesota. 

During the war there had been 47 plants put up in the Midwest to 
take care of hemp for the Navy. That gave us quite a problem, and 
naturally the production of hemp went up all through Kentucky and 
the Northern States where they had these processing plants. 

The farmers and the sheriffs are right up on their toes in Minnesota. 
If they see anything suspicious they taken care of it right away. We 
see no diversion from around Minnesota or Wisconsin. 

I don’t think the plant attains maturity because in that very short 
space of time they harvest it. The resin certainly would not be equal 
in concentration to the smuggled drug from Mexico, but there is not 
much marihuana. 

As you see, there is only one marihuana case in Minnestoa which 
shows the people up there don’t use it. 

Mr. Sreep. I think you have one of the most important functions 
of Government and probably one of the most difficult. 

We hear a lot of rather colorful discussion publicly about this 
subject now and again. I think it isa very fine credit to your agency 
that with an increasing and growing population, growing economy, 
and all these problems you have from all over the country that you 
have been able to hold addiction down to the remarkably low point 
it really is in this country. 

If the problem is as well controlled as the reports you bring here 
indicate, it is a most commendable thing and a very remarkable ‘thing. 

Mr. Steminsxki. Off the record. 

( Discussion held off the record. ) 


ADDICTION OF JUVENILES 


Mr. Gary. Several years ago you were very much alarmed at the 
increasing addiction among juveniles. Last year you advised us that 
the situation was much improved. Can you tell us what the situation 
isnow ? 

Dr. Anstincer. Yes; I am happy to tell you that is going down. 
One of these charts shows that. It is going down rather substantially 
except in two of the big cities I mentioned here before. 

Mr. Gary. You cited as one evidence of the large increase the in- 
crease in juvenile patients at the hospital at Lexington. What is the 
situation there ? 
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Dr. Anstincer. That is going down. I haven’t the last figure but 
under 21 it was down last year 
Mr. Gary. Thank you, Doctor. 


Monpbay, Fepsruary 4, 1957. 
UNITED STATES SAVINGS BONDS DIVISION 
WITNESSES 


JOHN R. BUCKLEY, NATIONAL DIRECTOR 

BILL McDONALD, ASSISTANT NATIONAL DIRECTOR 
BERNARD KRIXTEIN, BUDGET AND FISCAL OFFICER 
ANNE M. FITZGERALD, MARKET ANALYST 

E. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 


Mr. Gary. The next item we will take up is the United States Sav- 
ings Bonds Division. This Division is financed out of the appropri- 
ation “Administering the pub lic debt,” and it is not a separate appro- 
priation, but it is customary for the committee to go into the question 
of the operation of the Division and any other questions connected 
with the United States Savings Bonds Division the committee may 
have in mind. 

We have with us Mr. Buckley, who is the National Director of this 
Division, and we shall be very glad to hear from you at this time, Mr. 
Buckley. 

Mr. Buckiey. Thank you, sir. 

Mr. Chairman and members of the committee, I appreciate the 
opportunity of coming here today to present a budgetary request 
to operate the U nited States savings bonds sales program during 
fise a year 1958, the 24th year of their issue. 

The Treasury vigorously promotes purchases of series E and H 
bonds by the people, in an effort to keep pace with the growth of 
population, employment, and personal income. The cash value of 
the bonds outstanding reached more than $41.3 billion on November 
30, 1956, the all-time record to date. Since January 1, 1956, the value 
increased by $1.3 billion. Ownership of E and H bonds is spread 
among more than 40 million Americans, nearly one cee of the 
total population of the Nation. Many millions of these bond owners 
are adding to their holdings currently, as they advance toward in- 
dividual and family savings goals. 

The savings bonds sales program cultivates the good habit of 
thrift. The steady growth that we are projecting is a basic element 
of the Treasury’s debt management policy. It is intended also to 
supplement the efforts of loc al savings institutions so as to encourage 
a rising volume of personal savings sufficient to meet the future ¢ apital 
requirements of our country’s expanding economy. 

Fiscal year 1956 atts lined the biggest sales record in 10 years. In- 
dividuals purchased $5.3 billion E “and H bonds. This was 1 percent 
above the year-previous peacetime peak. Compared with fiscal year 
1954, the gain was 13 percent. 

The competition of increasingly higher interest rates which began 
in the last half of fiscal year 1956 hurt sales of $500 and larger de- 
nomination bonds. To offset the loss, the Division redoubled its pay- 
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roll savings activities all across the Nation. Sharply expanded pur- 
chases of small-sized E bonds have resulted. For example, in the 10 
Sethe ended October 31, 1956, sales of $25 bonds were 3 percent 
higher than in the corresponding period the year earlier; while $50 
bonds advanced 16 percent and $100 bonds, 6 percent. And, it takes 
forty $25 sales, twenty $50 sales, or ten $100 sales to make up $750, 
the cost price of a $1 000 E bond. 

The heart of the sales program is the many thousands of patriotic, 
enthusiastic, public-spirited men and women who make up the volun- 
teer sales corps. The sales program is also the recipient of another 
tremendous contributi ion—the donated support and volunteer coopera- 
tion from the Nation’s advertisers and all publicity and advertising 
media. Annually, it amounts to over $50 million worth of donated 
space and time in printed and broade: ast media, including radio and 
television time, newspapers, magazine, billboard, and transportation 
and motion-picture exhibitions. Although not measurable in dollars, 
the support from news, editorial, and cartoon pages in the Nation’s 
newspapers is equally generous. 

Placed strategically across the country, the Division has a com- 
paratively small paid sales and service force, which recruits, trains, 
and services the big volunteer sales corps. Paid staff members main- 
tain liaison with advertising and publicity people and assist them in 
their savings bonds promotional activities. 


OBJECTIVES AND PLANS 


Looking forward, the sales program for the remainder of fiscal 
year 1957 and the year 1958 has two main points: (1) To increase 
the number of bond buyers, especially emphasizing encouraging more 
and more people to sign up for regular, systematic savings on the 
payroll savings plan; (2) to encourage bondowners to hold onto their 
backlog of matured FE. bonds, not to turn them in for cash. 


INCREASING THE NUMBER OF PAYROLL SAVERS 


The Division estimates there were more than 814 million persons 
buying EK bonds where they work through the payroll savings plan 
at the close of fiscal year 1956. The operation of the plan moved 
ahead substantially during that year. The m: jor en \ployers of the 
country put on the greatest number of payroll savings campaigns 
in 10 years, and sales of the small-sized E bonds were the largest 
since the war finance period. 


In fiscal years 1957 and 1958, even stronger pevenneans efforts 
will be devoted to this imports mnt and pop ular way of selling bonds 
tothe people. E xpansion of the valuable volunteer Reeds is planned. 
We expect to keep on getting more business men and more labor repre- 
sentatives to he Ip us to reach the payroll saver. 

Recently, the survey research center of the University of Michigan 
at our Division’s behest took a look at the people ’s thoughts on savings, 
savings bonds and the payroll savings plan. The findings confirmed 
the continued widespread popularity of savings bonds. While coe 
everybody approved of saving, only 51] percent of the America 
families felt that they had saved an ything in the past year, the survey 
finding S reported. A 200d deal of hoht was shed on the people's 








attitude toward the payroll savings plan. Payroll savings was found 
to be the most important single regular plan for liquid savings out 
of current income, and the payroll saver a really satisfied customer, 
Practically all, 97 percent of them, expressed unqualified approval 
of saving this way. The survey report carried this comment: “It js 
very rare in survey research that one finds a group in which satis. 
faction with the previ ailing arrangement is so widespread.” More 
than three-quarters of all people interviewed think be ‘longing to the 
payroll savings plan is a good idea. They value the plan primarily 
because it helps them to save regularly. Again om again, people 
stated “it forces you to save” and “you never miss the money that way, 


OTHER MARKETS 
AGRICULTURE 


About one-third of the farmer’s liquid financial assets were held 
in savings bonds on January 1, 1956, according to the balance sheet 
of agriculture. So, all advertising, publicity, and sales materials 
beamed into rural and sm: ll-town America will carry special messages 
to the farmer, as well as to other business and professional people. 
In addition, during each major crop se ae a will be special 
appeals to wheat farmers, those in the Corn Belt, et cetera. 


BANKING AND INVESTMENT 


Banks and other financial institutions are large sales outlets for 
FE and H Manide: Therefore, the Division will continue its assistance 
to these institutions, emphasizing training programs for bank per- 
sonnel to stimulate savings bonds enthusiasm for the men and women 
who man the bond-selling facilities in the banks. 


YOUTH PROGRAM 


To further the continued expansion of stamp days in the schools, 
a new and enlarged committee of leading educators has been appointed. 
The major women’s organizations of the country have volunteered 
to take leadership in implementing this expanded program. 


PERSUADING THE PEOPLE TO HOLD THEIR MATURED FE BONDS 


As to the second point in the job ahead, the Division will keep the 
automatic extension privileges before the 40 million E bondowners. 
K xperience shows intensive promotion to sell bonds also persuades 
people to hold onto the bonds they own, not to turn them in for cash. 
The Treasury has been very successful in encouraging owners of 
matured E bonds to hold them beyond maturity. On November 30, 
1956, the retention rate of the $22 billion maturity volume was 
approximately 70 percent. Through continuation of the Division's 
intensive advertising and educational program, it is hoped the current 
retention rate will be maintained. 

To carry out the program I have outlined, the United States Say- 
ings Bonds Division is requesting $5,382,265 for the fiscal year 1958, 
The amount requested is $257,565 more than the amount appropriated 
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for the fiscal year 1957. The increase represents the following: 
(1) $224,400 for the payment into the civil service retirement fund 
under the provisions of Public Law 854, 84th Congress, approved 
July 31, 1956; (2) $13,165 1 day’s additional pay in excess of 52 
weeks’ base which is mandatory by law; and (3) $20,000 for the re- 
placement of worn out and obsolete equipment. ‘The Division is pres- 
ently operating with a limited amount of new equipment and a great 
deal of old equipment which is far beyond the standards established 
for its economic usefulness. The amount requested will permit the re- 
placement of a number of old machines which are urgently needed by 
the Division. ‘These machines are from 10 to 18 years old and exceed 
the established standard of replacement on the basis of condition, age, 
cost of major repairs, maintenance, and serviceability. 

Ihave had a few charts prepared showing the current sales and re- 
demption trends of series EK and H bonds. With your permission, I 
should like to present them to you. 


GEERAL STATEMENT ON SALES AND REDBMPTIONS 


Miss FitzGerald, head of our Market Analysis Section will present 
these charts. 

Miss FirzGeraup. The first chart shows the E- and H-bond sales pic- 
ture from fiscal year 1947 to date. 1956 was the best postwar year. 
Cash sales in that year totaled $5.3 billion, E-bonds were $4,200 mil- 
lion and H-bonds of $1,100 million. 

In fiscal years 1954, 1955, and 1956 cash sales exceeded redemptions 


by several hundred million dollars. 

The uptrend halted in the last half of fiscal year 1956. Competition 
of higher interest rates, as Mr. Buckley stated, hurt sales of $500 and 
larger sized bonds. Provided the present trend can be reversed esti- 
mates for cash sales in fiscal year 1957 total $4,800 million, $700 mil- 
lion in H-bonds, and $4,100 million in E-bonds. 

Redemptions are shown in the lower half of the chart. They in- 
dude E- and H-bonds turned in for cash prior to maturity as well as 
retirements of matured E-bonds. 

There has been a moderately rising trend due in large measure to 
the heavy K-bond purchases of the war years reaching 10-year maturity 
dates and some owners turning in their bonds for cash. 

Mr. Gary. That shows that for the last 5 years the sales have been 
substantially above redemptions / 

Miss FrrzGrrarp. Yes. 

Mr. Gary. You referred to a change in the last 6 months. Are sales 
still running above redempt ions ¢ 

Miss FirzGrraup. No; they are not. As of the present time the 
redemptions have overshot the sales. We estimate in fiscal 1957 that 
the redemptions will be about $5 billion and the sales $4,800,000,000. 

Mr. Gary. You are changing that figure? 

Miss FirzGeratp. The accrual is included. 1957 estimates are cash 
sales for series EF, $4.1 billion; $0.7 billion for series H; and the accrual 
$1.1 billion. 

Chart II points up the tremendous increase in sales of big-sized 
bonds, $500 and over, from 1952 through the second quarter of 1956 
when interest rate hikes halted the upward trend. 
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Here we see the stability of the small-sized sales, $25 to $200. Theg 
are the bonds chiefly bought by regular payroll savers. They are leg 
sensitive to the swings of the money market. 

We see these sales continuing to trend upward as more and more 
people are signing up on the payroll savings plan where they work, 

Mr. Gary. There are considerable peaks in the sales of $500 and 
over. Where do these peaks occur ? 

Miss FrrzGrravp. In January, February and March, the first 3 
months of the year when investment money is more abundant thay 
at other times of the year. 

Chart III refers to the survey Mr. Buckley mentioned. The survey 
findings show 47 percent of the wage and salary family heads work 
where the payroll savings plan is available. Among people who work 
in companies with the plan, about one-third are signed up payroll 
savers. 

The proportion of savers does not, vary significantly by size of com. 
pany. The number of firms, however, operating pl: ins does vary 
greatly _— the size of the company. The availability of the plans 
closely related to the size of the company. 

Wage and salary heads of families who work in companies without 
a payroll savings plan were asked whether they would like the oppor: 
tunity tosign up. Forty-four percent said they want that opportunity, 
A third of the husbands answered yes. Over half of the wives an 
swered in the affirmative, and a little under one-third of the single 
people did likewise. 

Another equally important part of the sales job is to encourage 
owners of matured E bonds to hold on to them after maturity, not 
to turn them in for cash when they come due. Chart IV shows the 
successful retention story for matured FE bonds in the more than 5}- 
year period since they started to come due, May 1951 through Decem- 
ber 1956. 

$22,100 million reached 10-year maturity dates. $7,800 million were 
paid off in cash, $14,300 million retained. 

On December 31, 1956, outstanding matured E bonds had earned 
more than $1 billion in additional interest, which brought their total 
worth up to $15.300 million. 

Chart V shows the cash value of series E and H bonds outstanding, 
$41,400 million on December 31, 1956, the peak of all times. People 
owned $11 billion more than at the close of the war loans. Gains in 
cash value are made up of the net margin of sales in excess of redemp- 
tions plus the interest accruals. 

$26.100 million of the $41.4 billion was in unmatured bonds and 
$15,300 million in bonds over 10 years old, which were being retained 
by their owners under the automatic extension terms voted by Con- 
OTess. 

In summary, the value of the E and H bonds owned by individuals 
is at an all-time record high. Approximately 7 out of every 10 dollars 
of matured E bonds are being retained for a longer per 0a. 

Sales of big ae to investors are off but reliable and expanding 
are the sales of the smaller bonds to the payroll savers and the teach- 
ing of ae to t ba school children of the Nation. 

Mr. James. Could we ask why the G and K bonds are not included 
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SALES OF BONDS TO FARMERS 


Mr. Gary. What are the statistics supporting the sales to farmers? 

Miss FrrzGrratp. The Agricultural Research Service collaborates 
with us and they have a continuing study of the sales to farmers in 
some 630 counties of the country. Their last balance sheet showed 
that sales to farmers continue to increase and that on January 1, 1956 
one-third of the farmers’ liquid financial assets were in these bonds. 

Mr. Gary. Can you tell us what percentage of farm families own 
bonds, are currently buying bonds, and the value ? 
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Miss FirvzGrrarp. I would like to furnish that if I may. 

Mr. Gary. Insert it, please. 

(The information referred to is as follows :) 

The 1956 Federal Reserve’s Survey of Consumer Finances reported 28 percept 
of the farm-operator spending units owning savings bonds. The 1956 balanee 
sheet of Agriculture reported the cash value of savings bonds owned by farmers 
on January 1, 1956, estimated at $5.6 billion. 


UNFRIENDLY PUBLICITY 


Mr. Gary. You have had some rather unfriendly publicity with 
reference to bonds recently, Mr. Buckley. Can you tell us something 
about that situation ? 

Mr. Bucktey. Well, let us face it. We have had some, bordering 
almost on the unfair publicity, too much of it, and it has affected sales, 
It has affected people’s thinking about the bonds, mainly toward the 
latter part of last year and currently. 

Mr. Gary. There was one article— 

Mr. Buckiey. In Harper’s magazine. Strangely, that was pretty 
widely quoted, although it is not ordinarily cons sidered a magazine 
of opinion in financial circles. But the mood of so many is to sort 
of pick on this situation. 

Mr. Gary. It was quoted rather widely in the newspapers. 

Mr. Bucxtiey. It was. The financial writers have been disposed 
to criticize the product presently on the basis of yield, not dle nying its 
many other assets, but in this market where interest rates are going 
up they seem disposed to discount so many values that we have and 
point out the high interest rates paid by savings banks, building and 
loan associations, and so forth 

Mr. Gary. And you think it is having an effect on your sales ? 

Mr. Bucktey. Unquestionably it has. 

Mr. Gary. What are you doing to counteract it ? 

Mr. Bucktey. At the moment the whole matter or question is under 
very careful study at the Treasury as regards the yield and the terms 
and conditions of the E bond, partic ularly. That is a matter of policy 
which is out of our hands. I know it is being studied very carefully. 

Mr. Canrievp. Off the record. 

( Discussicn off the record. ) 


VOLUME OF SALES, 1941-56 
Mr. Gary. We will insert the table on United States savings bonds 


sales appearing on page 92 of the justifications at this point in the 
record. 
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(The table referred to is as follows:) 


Statistical data reflecting the results of the sales promotional activities of this 
Division are indicated in the following table: 


United States savings bonds sales, fiscal years 1941—56 (al issue price) 


[In millions of dollars] 


Series Series 
H E and H 


$35, 374 $2, 741 $10, 720 
, 7309 6, 739 407 2, 465 
287 4, 287 360 2, 561 
026 4, 026 301 1, 907 
278 , 278 473 2, 390 
993 3, 993 231 1, 449 
272 3, 272 347 1, 523 | F 
266 3, 296 97 422 $86 
700 , 061 a! 373 
USS , 653 3 Say 
095 5, 225 3 947 , 473 
4,219 5, 260 RE 103 5. 846 


13 
—13 


Total 81,238 3, 22 84, 463 4, 958 23, 438 2, 407 116, 146 


1In June 1954 sales erroneously included reissue transactions of $18 million series E and H and $17 
nillion series F, G, J, and K. These were adjusted the following month (the Ist month of fiscal 1955). 
Note.—Series E, F, and G bonds were Ist offered for sale on May 1, 1941. Series J and K bonds were 
fered on May 1, 1952, and series F and G were withdrawn on April 30, 1952. Series H bonds were Ist 
flered on June 1, 1952. 

Figures are rounded to the nearest million and will not necessarily add to totals. 


SURVEY MADE BY THE UNIVERSITY OF MICHIGAN 


Mr. Canrievp. Mr. Buckley, I am glad to have you report to us to- 
day the results of the survey made by the Survey Research Center of 
the University of Michigan on the popularity of savings bonds. I 
think that is a remarkable report and most certainly is one that you 
can use in the program you are now telling us about. 

Off the record. 

(Discussion off the record. ) 


SOUNDNESS OF SAVINGS BONDS 


Mr. Canrieip. Mr. Buckley, I think a lot of irresponsible statements 
have been made by pseudofinancial experts, and some by demagogs, 
concerning these bonds in recent days. 

Last week, as you may know, the Secretary of the Treasury, Mr. 
Humphrey, appeared before the 50-man House Appropriations Com- 
mittee, sitting en bane, to discuss the budget for 1958, and among other 
things he was asked about these bonds. He made, extemporaneously 
on his part, what I think is one of the finest statements ever made on 
these bonds, and I desire to read it now. This is what Secretary Hum- 
phrey said: 


This bond is a peculiar instrument. This bond, when you stop to think about 
it, is the highest security in the world; it is the best security in the world. It 
has no fluctuation in value. You can turn it in for a dollar at any time you 
want. It is the only instrument of its kind I know of. We have bonds that pay 
higher interest than these bonds, but when you have to sell them, you may get 
983 for them, or 92, or some other figure. Here are bonds that you can lay on 
the counter and get 100 percent for them. They are designed particularly for 
people who do not study money markets, who do not want to gamble; who do 
hot want to be subject to fluctuations in markets, and all that. These are de- 
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signed for people who want to save some money ; they want to be as safe as they 
possibly can be with regard to the return on their money, and they want to be 
able to get their money in case of necessity, cash on the barrelhead wheneye 
they need it, and in the meantime they get a fair rate of interest. 


INTEREST ON BONDS 


Now, the Secretary, in discussing the yield on these bonds, saig 
further : 

With all the advantages these bonds offer, if it were not for the low rates jp 
the first few years, there would be no question in any mind there should be 
no change. These low rates in the first few years bother me somewhat and 
I just do not know what to do. I am sorry, but I cannot tell you until we get 
a little further on. I hope in a few days to be able to make an announcement 
as to exactly what we will or will not do. I think the matter of uncertainty 
as to whether we will or will not, and all the newspaper speculation and the 
gossip and so forth are the things that are interfering with sales much more 
than the rate itself. 

Taken in terms of today, insofar as you know, the Secretary of the 
Treasury has not yet mi ade a decision on any change / 

Mr. Bucxtey. That is right. 

Mr. Gary. One objection raised to these bonds, or rather one criti- 
cism of the writer of the magazine article, was the fact that in the 10- 
year period the value of money had depreciated because of inflation, 
Would not that be true of any money invested 10 years ago? 

Mr. Bucxtry. That is one of the pieces of sophistry in ‘the press we 
are meeting. That is decidedly true. 

Mr. Gary. If you invested 1947 money in any investment, they y pay 
you off in 1957 money, exactly as the United States Government does! 

Mr. Bucstey. That is right. 

Mr. Gary. Certainly there is no advantage in favor of other invest- 
ments in this respect. 

Mr. Bucktey. No, sir. 

Mr. Stemrnskt. It was a good statement, sir. I enjoyed it, and 
the charts were very graphic and informative. 

I like Mr. Canfield’s quote from the Secret: iry’s statement. I am 
interested in this division of the public ac tivities, the Savings Bond 
Division, and its participation in our activities in the Treasury. I have 
frequently made mention of the magnificent work that this Division 
does. 

EFFECT OF BOND SALES ON THE PUBLIC DEBT 


May I ask if, as you increase sales of Government bonds over re- 
demptions, does that increase the public debt ? 

Mr. Kirpy. It does. 

Mr. James. Will the gentleman yield ? 

Mr. Steminskt. Yes. 

Mr. James. Mr. Kilby, are you prepared to make that final state- 
ment? Isn’t that cash income that would have to be t aken from some 
other source, and the public debt itself is not increased through the 
actual sale of these bonds any more than it would be through any other 
bonds. Is not the public debt increased by the expenditure of money 
beyond income, and not by the type of security ? 

Mr. Kirey. That is right. But of course it is just a matter of 
mathematics that if you issue $500 million and retire $400 million of 
securities, you have increased the public debt by $100 million. 
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Mr. James. Yes, but the bonds themselves would not be the reason 

rse? Inother words, the sale of securities or the collection of money 
ieors the inerease in the — debt rather than creates it? 

Mr Kinny. That is correct, and if the general fund becomes sufli- 
ciently low you have to borrow from some source to replenish it. 

Mr. Gary. And it is also true that the more E and H bonds you sell, 
the smaller portion of the debt you have to finance by other issues? 
Therefore, it has no effect. on the net debt at all, but it has some effect on 
the debt represented by those bonds. 

Mr. Sremrnsxkt. I will repeat my question. As you increase the 
gales of Government bonds over their redemption, does that increase 
the public debt? For all mathematical purposes, the answer is yes. 
The reason for my question is to discern whether the assault being 
made on the integrity of the bonds themselves is not being made by 

ups with sincere motives of stopping the climb in or of reducing the 
ublic debt, while trying to get people to put their money into private 
nds. 

Mr. Canrtevp. Will the gentleman yield? 

Mr. Sreminsxr. Yes, and then I want to follow up on that. 

Mr. Canrietp. When we sat en banc in the House Appropriations 
Committee to hear Secretary Humphrey, Mr. Andrews of Alabama 
asked this question : 

What effect will this trend (the current trend) have if it continues on the 
budget that is before us today? You use this money as cash; do you not? 

Secretary HumMpuReEY. This has no effect on the budget at all. In other words, 
this is just a means of raising money. This does not go in and out of your 
income acount. If we do not sell this kind of bond we will sell another kind of 
bond. This has nothing to do with your budget figures. 

Mr. ANbREwsS. If you increase your interest rate on these bonds that will add 
to the cost of funding your debt. 

Secretary Humpurey. If we change the interest rate and increase it that would 
be a budget change, but that is the only budget change that would be involved. 
The bonds themselves have nothing whatever to do with the budget, whether they 
goupordown. That has no effect on the budget. 

Mr. Steminskt. Am I to understand from Mr. Canfield’s state- 
ment—and all my questons are exploratory—as we see the budget 
where it lists interest on the public debt—which, incidentally, is what 
amount ? 

Mr. Kirtsy. $7.3 billion. 

Mr. Stemrnski. Am I to understand that not 1 penny of that is in 
payment of interest on Government bonds? 

Mr. Kirey. It is all in payment of interest on Government bonds. 

Mr. Sremrnski. So, should not the interest spiral the budget, Mr. 
Canfield ? 

Mr. Canrrevp. I am merely quoting the Secretary’s answer to these 
questions. 

Mr. Sieminsk1. For years | have been out complimenting the public 
on its patriotism and giving it added confidence in the purchase of 
Government bonds. In the last 7 years this committee has lived 
through what you are just going siecle now, that is, an assault on 
bond selling. I have been questioned by some because I have gone out 
to encourage people to buy bonds and even what are called piggy bonds 
to encourage thrift in youngsters and their regard for Uncle Sam’s 
fiseal integrity. Iam interested in the people investing in Uncle Sam. 
Their investment is called the public debt. 


R7R24—-57 25 
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THE PUBLIC DEBT AND THE PUBLIC INVESTMENT 


Could we not separate the public debt from the public investment 
to stop this assault? Could we not pull out from the public debt or 
the Government debt this money that the people invest in Govern. 
ment bonds for savings purposes, for 10-year pulls, separate that-from 
— from other money the Government needs when it floats high- 

‘ays or whatever it is the Government is doing in trying to increase 
the assets of the country, and compliment the people by saying, “The 
public investment is so much.” 

It is a different phrase. Perhaps we should say, “This is what you 
people of the United States have bought in terms of savings bonds.” 
Then the money that the banks get, that the Federal Reserve has to 
have, the big finance boys, let their share be called the public debt, 
That might stop the assault on bond selling. 

Here on the one hand we will be told in a political campaign if 
things get tough, “The public debt is mounting and mounting,” and 
that increases the criticism of the people of who run the Government. 
That is true whether they are Democrats or Republicans. We.were 
saddled with it when Mr. Truman was President. Say we have a little 
trouble in 1960 and the administration is up for reelection. They will 
be just as susceptible to an attack on the public debt as the people i in 
the last administration were. And are you not by these tactics doing 
a great injustice to the people of America who want to invest in U nele 
Sam / They are told that Uncle Sam will pay them $25 for $18.75 
in 10 eyes on that particular bond. But if we could have a classifica- 
tion and say, “This is what the people who are too old to go to war— 
whose sons on given their blood in battle—this is what ‘the mature 
citizen gives to Uncle Sam,” and they know they are investing in Uncle 
Sam, would not that be better than telling them they are putting 
Uncle Sam in hock? They do not want to be slandered because they 
are investing in the constitutionality of this Government. And so I 
plead today as I have in the past that we make a division and distin- 
guish if we must the Government debt from the public investment. I 
say that to say the public debt is, on the one hand, something vicious 
if it is an election year; and on the other hand, something patriotic 
when money is needed as a public investment, is a disservice to all. 
Lets keep bond mone y rolling. 

That is all, Mr. Chairman. 


VOLUNTEER WORKERS 


Mr. Gary. Mr. Buckley, has there been any evidence of slackening 
of interest of volunteers in this program ? 

Mr. Bucxktey. I should say there has been, quite frankly, a mark- 
ing time here the last 2 or 3 weeks, during which period the news- 
papers have been suggesting that the Treasury was going to make a 
statement. It has not been an appreciable amount, but our volun- 
teers—we have a great group of volunteers, and they are on the whole 
quite enthusiastic and happy. 

Mr. Gary. Volunteer workers have'not only given an amazing 
amount of time to this program, but other volunteers have given their 
talents. Some of the most talented people in the country have con- 


tributed talent to this program, the cost of which would run into 
millions of dollars. 
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Mr. Bucktey. That is right. 

Mr. Gary. It would be a great misfortune if we should lose the 
benefit of those volunteer services. 

Mr. Buckiery. Yes, it would. We have not reached that point yet. 

Mr. Sreminsk1. Will the gentleman yield to me for another ques- 
tion ? 

Is there set up a priority by items or elements when the Secretary of 
the Treasury decides to use some of the surplus that we may build up 
in the budget to retire the public debt ? 

Mr. Bucxtey. That is out of our area. TI do not know. 


TAX EXEMPTION ON SAVINGS BONDS 


Mr. JAmes. Mi. Chairman, I have always been a great rooter for E- 
bonds, G-, H-, and K-bonds as a source of cash resources for this coun- 
try’s nee eds, and I will refer to that meeting of the full committee which 
has already been referred to and read a short statement, or part of a 
statement which I made on that occasion. 

Now, it has always been a problem to have the people see the wisdom 
of holding these bonds and not tur ning them in after a short period of 
time. They are sold in great quantities in the aggregate to persons 
who buy them in small units, $25 at a time, perhaps, or $50 at a time. 
And unless they have a good reason for holding them, the first attraec- 
tive use they can make of the money, they let go of them and cash them 
in. In order to have them hold them in any great degree, there should 
be a reason, and that reason should be sought out and effectuated, I 
think, by the Treasury Department. This is We I had to say ¢ about 


it. I will only read the part that is pertinent. I did say before I made 
the statement I am going to read that there were a gre: it m: iny reasons, 
of course, why these people bought the bonds in ‘the first place, and 
those reasons were sometimes supplied by the Treasury Department. 
They urged that the bonds be bought for the education of their chil- 
dren, their retirement or partial retirement, for downpayments on 
homes, and other worthwhile things. Sol said this: 


I have on a number of occasions, and perhaps the Secretary will remember 
this, asked why something could not be done to make the purchase of these 
bonds more attractive to more Americans because it is one of the best sources 
of cash income we have in this country today. I am going to suggest here for 
what.it may be worth—and there is nothing we can do about it here, of course— 
that one way to make savings bonds more attractive is to follow up the reasons 
that are stated for purchasing these bonds, and that would be to provide for 
an income-tax-free feature on the income from those bonds. 

Now, I am not going to say that the entire issue of all H, K, and G—bonds and 
E-bonds should be tax free, but it seems to me that the purchasers of small 
quantities of E-bonds, up to $10,000 or $20,000, of G—bonds, might very well 
be given an exemption up to such amounts from income taxation upon the income 
paid or accrued. I believe if that were done it would result in longer holding 
of the E—-bonds, particularly, and a greater amount of purchase of the other 
types, the G’s, the K’s, and the H-bonds. I am going to stop right there and 
leave the thought for the consideration of the Secretary of the Treasury. 


I believe that. I believe if you are searching for a way for more 
of these bonds that are sold to be retained, that if there were a tax- 
exemption provision up to a certain number of these bonds, that that 
would do the trick, because a tax exemption is a very attractive thing 
to everybody in these United States today, and if you come to think 
about it, the limitations could be low because not many people who 
save through employment savings programs buy in the aggregate 
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much more than $10,000 or $20,000 worth. This tax-exemption fey. 
ture, up to a limited amount, on these bonds would not cost overall g 
very great amount of money, because that exemption would have to 
be taken into consideration with other exemptions already available 
to every taxpayer, and the percentage that would be allowed the own. 
ers of these E—bonds would be small to the Treasury, but would meang 
great deal to the people who have them. 

I do not know if that idea has even been considered. I had a mind 
to introduce such a bill, but the bills go to the Ways and Means Com. 
mittee, and unless they are sent by the Treasury Department, they do 
not get a whole lot of attention. 

Off the record. 

(Discussion off the record. ) 

Mr. Gary. Mr. Steed ? 

Mr. Sreep. Mr. Chairman, I have no questions. 

Mr. Gary. If there are no further questions, the committee will 
adjourn until 10 o’clock tomorrow morning, at which time we will 
consider the public debt. 





Tuespay, Fresrvary 5, 1957, 
BUREAU OF THE PUBLIC DEBT 
WITNESSES 


L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 

M. MERRITT, ASSISTANT COMMISSIONER 

. J. DOWNIE, BUDGET AND ACCOUNTS OFFICER 

R. KASTORF, ASSISTANT BUDGET AND ACCOUNTS OFFICER 


Ho 


Program and financing 


1956 actual | 1957 estimate | 1958 estimate 


Program by activities: 








1. Issuance, servicing and retirement of savings bonds $33, 349, 960 $33, 502, 493 $33, 940, 474 
2. Issuance, servicing, and retirement of other Treasury 

securities __- le re he 5, 872, 272 6, 028, 299 6, 546, 633 

3. Maintenance and audit of public debt accounts 768, 500 740, 712 719, 990 

4. Promotion of the sale of savings bonds 5, 119, 859 5, 124, 700) 5, 382, 265 

5. Executive direction _.- ; sii 110, 578 103, 796 110, 638 

Total obligations | 45, 221, 160 45, 500, 000 46, 700, 000 

Financing: | 
Unobligated balance no longer available | 30, 840 |_- docdunnlibectkaieene 
| 
Appropriation... a dines + 3 | 45, 252, 000 45, 500,000 | 46, 700,000 
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Obligations by objects 





1956 actual 


Total number of permanent. positions 
Full-time equivalent of all other positions__..........-...-...- 
Average number of all employees-_---_..-.....------- 

Number of employees at end of year 


4, 021 4, 023 
3 3 


3, 640 
3, 700° 


3, 726 
3, 748 


Average Salaries and grades: 
General schedule grades: 
Average salary 


$4, 181 
Average grade 


Gs 4.0 


Personal services: 
Permanent positions 
Positions other than permanent_- 
Regular pay above 52-week base 
Payment above basic rates............................ 


$15, 352, 044 
25, 919 
58, 807 
30, 233 


$15, 651, 149 
23, 471 


“15, 280 | 

15, 689, 900 | 
444, 932 
191, 225 


15, 467, 003 | 
417, 896 


Total personal services... . 5.25. .6csdiccssiucdc dl 
Travel. 
Transport: ition of I sic cai estes Rica's caine miei 

Registry fees payable under Public Law 705- 


1, 622, 201 | 
738, 668 } 
644, 618 

2, 232, 544 
375, 543 | 
292, 538 | 298, 103 

21,911,338 | 21,724,000 
845, 128 | 
371, 408 

83, 869 


1,681, 512 
750, 015 | 
689, 903 

2, 381, 700 
359, 588 


Rents and utility services __ 
Printing and reproduction - 
Printing of Government securities 
Other contractual services 
Services performed by other agencies 
Federal Keserve banks 
Post Office Department 
Supplies and materials 
Equipment_.- 
Grants, subsidies, and contributions: 
Contribution to retirement fund 
Refunds, awards, and indemnities 
Taxes and assessments 


434, 711 





1957 estimate | 


710, 000 | 


1958 estimate 


3, - 


3, eso 
| 3, 699 
== ote 


4, 
| GSs- 


$15, 488, 019 
23, 471 

57, 484 

2, 791 


15, 571, 765 

444, 932 

191, 225 

| 400, 000 
1, 731, 512 
766, 325 
643, 441 

2, 420, 700 
353, 490 
298, 103 
21, 600, 000 
710, 000 

| 426, 961 
183, 797 








Total obligations 45, ! 500, 000 | 








Budget authorizations, expenditures and balances 


| ia 
| 1956 actual 


BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation 

Obligated balance brought forward_ 

Restored from certified claims account 


2, 000 | 
2, 935 | 


$45, 
4, 


500, 000 
733, 711 

16, 942 
Total budget authorizations available_.__._- 4, 935 50, 250, 653 


EXPENDITURES AND BALANCES 
Expenditures— 
Out of current authorizations 


40, 498, 
Out of prior authorizations 


6, 873, 


098 
044 


, 653, 
, 639, 026 
Total expenditures 
Balance no longer available 
Unobligated (expiring for obligation) 
Other A= 
Obligated balance carried forward 


47, 371, 142 5, 292, 600 
30, 
129, 


4, 733, 


840 
242 


7il 
Total expenditures 


and balances__. 52, 264, 935 £0, 653 


Mr. Passman. The committee will come to order. 

We have before us this morning the Commissioner of t 
Debt, Hon. E. L. Kilby; his Assistant Commissioner, Mr. 
ritt ; his budget and accounts officer, Mr. 


ant budget and accounts officer, Mr. E. R. Kastorf. 


1957 estimate | 


B74 | 


46, 700, 000 


| 


1958 estimate 


$46, 700, 000 
4, 958, 053 


51, 658, 053 


42,114, 312 
4,700, 688 


15, 000 


he Public 


D. M. Mer- 


R. J. Downie; and the assist- 
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ANALYSIS OF THE APPROPRIATION: BASE FOR FISCAL YEAR 1958 


We will insert at this point in the record pages 66, 67, 68, 69, 70, 71, 


72, 73, 74, and page 75 through “Total net t change in base.” of the 
Treasury Department. 


(The material above referred to is as follows:) 


ADMINISTERING THE PUBLIC DEBT 
Analysis of appropriation base for fiscal year 1958 


Rerwer appropriation; 1067 “act... ...................... _.... $45, 500, 
Supplemental appropriation for 1957___ 


Total appropriation, 1957_- Oct pete cs sacks 45, 500, 000 
Reductions : 
Activity No. 1, Issuance, servicing, and retire- 
ment-@F eavings Hones. 2 ccc cewecwas - $254, 655 
Activity No. 2, Issuance, servicing, and retire- 


ment of other Treasury securities__..________ 38, 655 
Activity No. 3. Maintenance and audit of public 
A to ee ee 66, 590 


Total 359, 900 


Additions: 
Activity No. 1, Issuance, servicing, and retire- 


meet of: en vinds bOnGs Qn 8 ee ce $583, 041 
Activity No. 2, Issuance, servicing, and retire- 

ment of other Treasury securities_________-___ 539, S89 
Activity No. 3, Maintenance and audit of public 

I a 40,118 
Activity No. 4, Promotion of the sale of savings 

BOnES |. as ee Ss Ae bees eee aie 8 237, 565 
Activity No Executive direction______________ 6, 842 


Ui icp a a a a 1, 407, 455 
Adjustment in base (net) _________ Sain ga declension aaa +1, 047, 555 
ECIROTIR OD TOR; Be ihidsscceccii senna enous , DAT, 555 
Increase over appropriation base for 195 58_ (haji aaa iibina tetas Mes 152, 445 
Appropriation estimate for 1958_________ isla ed agli at cteadis lint 46, 700, 000 
Increase or decrease from total appropriation, 1957_...___________ 1, 200, 000 


—_— 
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Comparison of appropriation base with appropriation estimate for 1958 


| 


Appropriation base | Appropriation esti- Increase (+) or 
for 1958 mate for 1958 decrease (—) 


Activity bis 2 od ca i ee re ba 


Average | Amount | Average | Amount | avernme.4 Amount 


} positions | positions | | positions | 


JIssuance, servicing, and retire- | | | | 

ment of savings bonds 3.2.2 - 2 .8 | 33, 830, 879 |} 33, 940, 474 |__- 4 109, 595 
9, Issuance, servicing, and retire- | 

ment of other Treasury securi- | | | 

ties : | 509. 1 6, 5: 36 509. 6, 546, 633 | oneal 17, 100 
. Maintenance and audit of public } | 

debt accounts sient as 24.4 | 4,; 4) 719, 990 | 5, 750 
. Promotion of the sale of savings | | 

bonds._.. a of 561.9 | 5,362,265} 561.9] 5,382,265 |.._._...._-| 20, 000 

. Executive direction. _..._. ae 2.0 | , 638 | 4 110, 638 |. . ; 


| 


152, 445 


—57.6 | +1, 047, 555 


Total_- 7 ‘ a 3, 668. § 3, 547, 555 § }, 700, 000 
Adjustment in base (net A 57.6 sax | | | 
Total appropriation 1957 and | 
appropriation estimate for | 
| er .-------------| 3,726.4 |145, 500,000 | 3,668.8 | 46, —57.6 1, 200, 000 


1 Does not include anticipated supplemental of $400,000 for registry fees. 


GENERAL STATEMENT 


This Bureau of the Treasury Department is responsible for administering the 
public debt. It administers the laws and regulations pertaining to public debt 
financing within the framework of the fiscal policies determined by the Secretary 
of the Treasury. The Bureau’s primary concern is with the issuance, servicing, 
and retirement of Government securities. It also has a general responsibility in 
the conduct or direction of transactions in public debt issues of the insular gov- 
ernments and of those Government-owned corporations for which the Treasury 
acts as agent. 

The appropriation granted to the Bureau provides, in addition to the adminis- 
trative costs of the Bureau, operating funds for the United States Savings Bonds 
Division, a separate organizational entity directly responsible to the Secretary for 
promoting the sale of United States savings bonds. The appropriation also in- 
cludes funds for reimbursing the Federal Reserve banks, on an actual cost basis, 
for services performed in their capacity as fiscal agents of the Treasury; funds 
for payment of fees at stipulated rates to banks and other financial institutions 
for redeeming savings bonds; and funds for payment to the Post Office Depart- 
ment for services performed as issuing agent for savings stamps and for issuing 
savings bonds to the public in certain localities where other public facilities are 
not available. 

Departmental headquarters of the Bureau are in Washington where, in addition 
to general executive direction and bureauwide administration, transactions re- 
lating to all securities other than savings bonds are conducted or directed, and 
security stock of all types is received from the Bureau of Engraving and Print- 
ing, examined and distributed. An office concerned exclusively with transactions 
relating to savings bonds after issuance is located in Chicago. In addition, there 
are three branch offices of the Division of Retired Securities in New York, Chi- 
cago, and Cincinnati, through which all retired savings bonds are channeled 
from the Federal Reserve banks for audit and processing before final recorda- 
tion of retirement on the records maintained in the Chicago departmental office. 

The Bureau is requesting $46,700,000 for the conduct of its operations during 
fiscal year 1958. This is an increase of $1,200,000 over $45,500,000 appropriated 
for the current fiscal year. Public Law 854, 84th Congress, approved July 31, 
1956 (Title IV: Civil Service Retirement Act Amendments of 1956) provides 
that: “From and after the first day of the first pay period which begins after 
June 30, 1957, an equal sum shall also be contributed from the respective appro- 
priation or fund which is used for payment of his [the employee’s] salary, 
pay or compensation, or in the case of an elected official, from such appropria- 
tion or fund as may be available for payment of other salaries of the same office 
or establishment.” It is estimated that this provision of law will require an 
additional $950,000 for fiscal 1958 over 1957 for the 25 pay periods during that 
fiseal year to which that law is applicable. 
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Public Law 705, 84th Congress, approved July 14, 1956, and subsequent regula. 
tions issued by the Post Office Department dated August 3, 1956, provide that 
“All registered mailings of executive departments and agencies at Washington, 
D. C., or by the Publie Printer, formerly registered without the payment of any 
registry fee, must be reimbursed to the Post Office Department beginning as of 
July 1, 1956.” A section of the regulations issued by the Assistant Postmaster 
General, Bureau of Finance, states: “Determination of fee per piece: The mini. 
mum registry fee is 40 cents for value up to $5, 55 cents for value up to $25, 
Fees and surcharges for higher value mailings may be based on agreements 
with the Post Office Department as to appropriate fees and surcharges involved.” 
In accordance with this section of the regulations, representatives of the Post 
Office Department and the Bureau of the Public Debt have agreed that $400,000 
should be paid to the Post Office Department during the fiscal years 1957 and 
1958. This negotiated figure has been determined to represent an appropriate 
annual amount for postage, registry fees, and surcharges for the fiscal years 1957 
and 1958 for this bureau, based on the overall costs to the Post Office Depart- 
ment for handling such Government mailings and the volume and dollar value of 
Government securities requiring special handling as registered mail by this 
Bureau for the specified years. A supplemental estimate for the current fiscal 
year will be presented later. The $400,000 required for fiscal 1958 is included 
in this estimate. 

The additional cost of the above-mentioned two acts totals $1,350,000 above the 
amount currently appropriated to the Bureau for the current fiscal year. We 
are requesting only $1,200,000, however, since there are expected to be offsetting 
savings amounting to $150,000 which are discussed later in this justification. 
The Bureau is requesting $150,000 less than a comparable amount for the 2 years, 
while at the same time it is estimating a substantial net increase in the volume 
of work to be performed during fiscal 1958, 


DISTRIBUTION OF FUNDS 


An extremely important consideration in examining the composition of the ap- 
propriation “Administering the public debt” is the fact that a large portion of 
the funds are not under the direct administrative control of the Commissioner 
of the Public Debt. Funds for promoting the sale of savings bonds by the United 
States Savings Bonds Division, funds necessary for reimbursement to the Fed- 
eral Reserve banks for services performed as fiscal agents, funds for payment 
to agents for paying savings bonds and to the Post Office Department for services 
performed in connection with operations administered by the Bureau constitute 
approximately 63 percent of the total requirements under this appropriation title 
for fiseal 1958. 
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The following table shows the proposed allotment of funds during 1957 and 1958, 
ys compared with the allotments proposed for fiscal 1957 when presented last year: 


Analysis of appropriation or estimate for administering the public debt 


1957 estimate (in | 1957 estimate (cur- 1958 estimate 
budget) rent revision) 
Appropriation or estimate | ace aliccan! ns » 
Cost | Percent} Cost Percent Cost Percent 


— - - — - ~ ame 


sdministering the Public Debt: 
“Bureau of the Publie Debt: 
Operating expenses: 
Personal services..............}$12, 26.7 |$12, 092 
Other objects of expenditure 9.5 | 4 473, 
Bureau’s contribution to civil 
service retirement fund 


- 


Total operating expenses iy 16, 448, 300 
} —— = 
Reimbursements: 
l'o the Federal Reserve banks: | 
For fees paid to paying | | 
agents Z | 10, 612, 000 2: 3 | 10, 924, 23. § 000 
For services performed ___-| 11, 300, 000 24.8 | 10, 800, 23.! 000 
| ebitkabiid 3 : 
Total, Federal Reserve | 
BORNE, otc nccddnconadl eee . 21, 724, 000 7 zl, 000 


To the Post Office Department: | 
For savings stamp and 
bond sales. | 725, 000 f 710, 000 f 000 
For penalty indicia mail- | 
SR 1, 290, 000 . 1, 376, 000 ‘ b.% 000 
For registered mailings ie dade lee (400, 000) |. _- 000 


Total Post Office___-- 2, 015, 000 4 2, 086, 000 f 2, 536, 000 


Total reimbursements 23, 927, 000 5: 23, 810, 000 51.9 | ; 000 


Total Bureau of the | 

Public Debt___- | 40, 375, 300 38.7 | 40,375, 300 , 317, 735 
} . : 
U. 8. Savings Bonds Division: 
Operating expenses 

Personal services | 3, 562, 600 : ‘ ’ 3, 765 
Other objects of expenditure 1, 562, 100 3. 4 , 527, 3. ¢ , , 100 

Division’s contribution to | 
civil service retirement fund-|-_- 224, 400 

Total, U. 8. Savings Bonds 

Division 5, 124, 11.3 | 5,124,700 , 5, 382, 265 


Total appropriation or esti- 
mate 45, 500,000 | 100.0 | 45, 500,000 ae i, 000 
Estimated supplemental funds re- | 
quired - sii eink | 1 400,000 


Grand total appropriation or esti- 
mate. __. : 5, 500, 000 100.0 | 45, 900, 000 100.0 | 46, 


‘Currently anticipated supplemental to cover cost of Public Law 705, 84th Congress. 


The above table shows shifts in the distribution of funds by major alloca- 
tions for the current fiscal year which have been made since the 1957 budget 
Was discussed with the Congress last January. Although we have been able, since 
appearing before the Congress, to estimate a reduction of approximately $50,000 
in requirements for personal services for the current year, these estimated sav- 
ings have had to be allotted to meet increasing costs in other phases of work. 
The table reflects a significant decrease in the amount estimated as an allotment 
for payment to the Federal Reserve banks for services performed in their capacity 
as fiscal agents of the Treasury. 

Substantial decreases in operating costs in the banks have been effected 
during the past year, resulting in great part from procedural changes in the 
public debt accounting system in the Bureau and in the banks. These procedural 
changes have been discussed in our budget presentations for 1956 and 1957. 
The amount provided in the revised 1957 allotment for the banks has been estab- 
lished as approximately $100,000 below the actual cost in 1956, in spite of the 
fact that current work volume estimates indicate an aggregate increase of ap- 
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proximately 2 million savings bonds over 1956. The estimated further reduction 
in costs during 1957 in the banks is anticipated as a result of additional refing 
ment of interrelated accounting procedures during the current year. 

Offsetting in part this estimated decrease in costs of Federal Reserve bank 
Services during the current year is a sizable increase in estimated costs for 
paying agents’ fees, resulting from a revised estimated volume increase in re 
demptions of savings bonds during fiscal 1957 over which had been anticipated jp 
the budget as presented last January. 

The difficulties of effecting all necessary budgetary adjustments as dictateg 
by sound management within a budget so largely composed of costs over which 
the Bureau has so little direct administrative control is complicated by the 
fact that the volume estimates of sales and redemptions of savings bonds ean 
never be precise. The best possible volume estimates obtainable are, however, 


developed each year. The change in volume estimates is best reflected in the 
following table: 


Estimated work volume 


~ - — 
| 





| 
| 1956 1957 1958 
| | i 
| | As presented| Currently 
| Actual in the 1957 revised Estimate 
budget. | estimates 
Cees | ———E _ neni 
MAJOR UNITS OF WORK VOLUME 
Savings bond program: | 
Issues: | 
; | 
Sales___. j 90, 921, 886 91,800,000 | 93,300,000 | 96, 300, 000 
Other issues: All series, on account of | | | 
claims, reissues and exchanges | 2, 613, 091 2, 700, 000 | 2, 800, 000 2, 900, 000 
Total issues- — 36 93, 534, 977 94, 500, 000 96, 100, 000 99, 200, 000 
Retirements: | 
Redemptions . . 92, 415, 349 87, 900,000 | 90,700,000 | 90, 200, 000 
Other retirements: All series, on ac- } 
count of claims, reissues, exchanges, | 
and spoils 4 : ‘. a 5, 381, 481 5, 400, 000 5, 350, 000 | 5, 400, 000 
Total retirements_. _- 97, 796, 830 93, 300, 000 96, 050, 000 95, 600, 000 
Other Treasury securities program: 
Issues: 
Original issues J 1, 219, 827 1, 300, 000 1, 500, 000 1, 500, 000 
Exchanges 1, 635, 206 1, 300, 000 1, 5C0, 000 | 1, 500, 000 
Total issuc 2, 855, 033 2. €00, 000 3, 000, 000 3, 000, 0 
Retirements: 
Redemptions 1, 735, €17 1, 800, 600 2, 000, 000 1, 820, 000 
Exchanges_. 1, 117, 793 1, 2C¢0, 600 1, 200, 000 1, 180, 000 
lotal retir n 2, 853, 410 3, 000, 000 3, 200, 000 3, 000, 000 


Although our overall work volume has remained relatively constant during 
the past few years there have been fluctuations in issues and retirements that 
have had important budgetary considerations, The volume estimates submitted 
in our 1957 budget justification were the best obtainable at that time. Now, 
however, in developing the volume estimates for fiscal 1958, we have found it 
necessary to revise the estimated work volume for the current fiscal year. 

We now expect to fully process during the current fiscal year 96,100,000 issues 
of sayings bonds instead of 94,500,000 pieces estimated originally, and 96,050,000 
retirements instead of the original estimate of 93,300,000 pieces. This increased 
volume of work will be fully processed within the present financial plan based 
on funds currently available, exclusive of requirements for registry fees. The 
estimate of sales of savings bonds during fiscal 1958 is 99,200,000, an increase 
of 3,100,000. pieces over revised 1957. The estimate of retirements of savings 
bonds during fiscal 1958 is 95,600,000, a decrease of 450,000 pieces over revised 
1957. 

This net increase in estimated work volume in fiscal 1958 is based on the as 
sumption of continued growth of our national income throughout fiscal 1957 and 
extending into 1958.. This should result in the continued increase in the number 
of savings bonds sold and also in the dollar value of sales. No increase in funds 


is being 
reasons 
of estin 


No re 


_— 


1. Issuar 
mer 
2. Issuat 
mer 
ities 
3. Main 
deb 
4, Prom 
bon 
§. Exect 


Tot 


Reduc 
R 


R 











393 


























































































m | js being requested specifically to process this additional work volume in 1958 for 
reasons discussed below under the appropriate sections of the detailed explanation 
of estimates by activity. 

nk 

or EXPLANATION OF LANGUAGE CHANGE 

fe. 

in No request is being made for any language change in the fiscal year 1958. 

ed Analysis of appropriation base 

ch 

he eo 

an Appropriation alloca- | | Net change in base 

tion for 1957 | Adjustments in base increase (+) de- 
er, : |  erease (—) 

he Activity es. Bist gs hase See 

| | 
Average | Amount Redue- | Additions | Average | Amount 
| positions tions positions 
| . 
— 1. Issuance, servicing, and retire- | 
ment of savings bonds_.._.---- 2, 483.3 |$33, 502,493 | $254, 655 $583, 041 —22.5 | -+-$328, 386 
9. Issuance, servicing, and retire- | 
— ment of other Treasury secur- 
ities. -- peatds bu Ritcadinichibes 519.8 6, 028, 299 38, 655 539, 889 —10.1 +501, 234 

3. Maintenance. and audit of public 

. debt accounts- See 140.5 | 740,712 | 66,590 49, 118 —16.0 —26, 472 
4, Promotion of the sale of savings | 

— bonds- ---- a ete 570.9 | 5,124,700 |_.-.-- ee 237, 565 —9.0 +237, 565 
§. Executive direction. __.._______- 12.0 166/708 1-528 SX. OO Ei coscccua, +6, 842 

= mannecunsiin —_ siti - I preneineenensnniemsmmmntiian Neeeeesmccmnssenemncnetadts i meateninpeninpendiintasitedania 
picasa sue | 3,726.4 | 45, 500,000 | 359,900 | 1,407,455] —57.6 | +1,047, 555 
| 

, 000 

ons Net change in base 

rm 1. ISSUANCE, SERVICING, AND RETIREMENT OF SAVINGS BONDS 

~~ | Reductions : 

» 0 Reduction in paying agents’ fees___.._.._.._._..__________ _... —$124, 000 

Reduction in payment to paying agents for services per- 

000 formed, because of reduction in the volume of redemptions. 

000 meaduction in printed forms required... -2...nc sence sane —40, 000 

—_ Reduction in certain printed materials required during fis- 

eal 1957 for distribution to bond purchasers and owners. 

a Reduction in work volume ae wn _... —90, 655 
dhe Funds were appropriated in fiscal 1957 to process back- 
, 00 logged work on the numerical registration file. This opera- 
_ tion included the sorting of approximately 221 million 

000 and microfilming of about 180 million unprocessed regis- 

000 tration stubs. The goal as expressed in the request for funds 

000 during fiscal 1957 was to fully process the backlog for the 

‘ ealendar years 1952 and 1953 and to process approximately 

4 50 percent of the 1954 workload. During fiscal 1957 we ex- 

ing pect to exceed this goal by processing all of 1952 and 1953 
hat and approximately 80 percent of the 1954 workload. In fiscal 
ted 1958 the remainder of the 1954 calendar year’s accumulation 
ow, plus the entire workload for calendar years 1955 and 1956 
Lit will be processed, bringing this-operation current. There is 

a net aggregate saving of 22.5 man-years estimated at $76,095 
ues and related savings in other objects of expenditure of $14,560 
000 resulting from a reduction in the sorting and filming work- 
sed load by the elimination of the backlogged work and other 

sed savings related to these operations. 

The Nath inonsaeeh 











Total reductions__ — 254, 655 
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Net change in base—Continued 
Additions; 
1 day’s additional pay in excess of the 52-week base +$82, 856 
Government contribution to civil-service-retirement cost___- +-550, 185 
Payment to Civil Service Retirement Act disability fund, 
effective July 14, 1957 (Public Law 854, approved July 
31, 1956.) 


Total additiomeaNn siusUcuSciii Le ew A. pee oh: 


NGC COBURG In DASE, ACUIVICY INO. 1-2 nh cz ._ +828, 386 


2, ISSUANCE, SERVICING, AND RETIREMENT OF OTHER TREASURY SECURITIES 
Reduction : 


Reduction through improvements in work processes___-_---.--- —38, 655 
Reduction of 10.1 man-years totaling $32,905 in the 
Divisions of Loans and Currency and Retired Securities and 
related other objects of expenditures totaling $5,750. The 
savings in personal services were primarily made by better 
work distribution and improved methods, making possible 
not filling certain vacancies upon the retirement of older 
employees. 
Additions : 
1 day’s additional pay in excess of the 52-week base___-~ 
Government contribution to civil-service-retirement cost 
ee ee = eee eee eee : 
Payment to the Post Office Department for registered mail 
at Washington under a negotiated agreement pursuant to 
Public Law 705, 84th Cong., approved July 14, 1956, and 
Post Office Department regulations isued Aug. 3, 1956. 


Total additions ; _.._. +539, 88 


Net change in base, activity No. 2___ oe, __.._.{.. +501, 


8. MAINTENANCE AND AUDIT OF PUBLIC DEBT ACCOUNTS 


Reduc tion : 
—66, 5% 
Rater tion of 16.0 man-years souaiinn $66, 5 0 muaina 
from changes in procedures in the accounting system includ- 
ing the mechanization of several phases of the accounting 
operations. 
Additions: 
1 day’s additional pay in excess of the 52-week base__ 
Government contribution to civil-service-retirement cost 


DORR RE OR is cx ink w usesentecatecadeaiabetacieda | ciate Nabi cintceenenctt ees 
Net change in base, activity No. 3 
4, PROMOTION OF THE SALE OF SAVINGS BONDS 
Additions: 


1 day’s additional pay in excess of the 52-week base 
Government contribution to civil-service-retirement cost 


INT, AUN ane inte Se elt aa lait ti ace eee hie E 


Net change in base, activity No. 4 
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Net change in base—Continued 


5. EXECUTIVE DIRECTION 
Additions : 
1 day’s additional pay in excess of the 52-week base__-_----.-- $474 
Government contribution to civil-service-retirement cost +6, 368 


POR STENT on cept cn seth aches eas be aa +6, 842 


Net change in base, activity No. 5 _ +6, 942 


I UI a 359, 900 
IT SCIEN uc, ccs Lassa sa scoccsnsigpicshiie davies enc oiapinithion puck ob nas seedeammasteceeeine cada 1, 407, 455 


1, 047, 555 

Mr. Pasencan. The appropriation for fiscal 1957 was $45,500,000; 
the estimate for 1958 is $46,700,000, an increase of $1,200,000. After 
considering the increase of $950,000 for contributions to the civil-serv- 
ice-retirement fund, and $400,000 for payment of postal registered mail 
fees, both required by law, the total amounts to a comparative decrease 
of $150,000 in the estimates. 

Mr. Commissioner, you are certainly to be commended for request- 
ing a sum $150,000 lower than that which you had for your Bureau 
last year. It is indeed unusual for any dep: tment head to ask for less 
money. “Rather . most of them ask for an increase year after year; but 
I think your record in this respect is exceptionally good, and this is 
merely repeating what you have done in the past. Through efficiencies, 
if you are able to reduce the amount from the preceding year, you ob- 
viously do so; and I think I speak for all members of “the committee 
when I commend you for a job well done. 

Mr. Commissioner, do you have a general statement ? 

Mr. Kirpy. Ido. If I may, I would like to express appreciation for 
those kind words. We hi ave come up with a lower request for the 
coming year in the face of . slight increase in our workload, so that it 
works both w ays, more work and less money. 


GENERAL STATEMENT 


The public debt on December 31, 1956, was about $277 billion. This 
debt is represented by about 500 million individual securities held by 
millions of individu: ils in all walks of life, and by banks, life-insurance 
companies, corporations, State and municipal gov ernments, and other 
types of investors. While the amount of the ‘debt does not fluctuate 
markedly from month to month, there is a constant eae of the 
securities involved. For example, during the fiscal year 1956 over 96 
million securities were issued and over 100 million were 1 aban. It is 
the responsibility of the Bureau of the Public Debt to handle the issue 
and retirement of these securities in the most economical and efficient 
manner, and to provide all normal essential service functions that arise 
in connection with the outstanding debt. It is our purpose to render 
prompt, efficient, and equal service to all holders of Government securi- 
ties at the lowest possible cost to the taxpayers. 

To carry out our responsibilities during fiscal 1958, we are requesting 
an appropriation of $46,700,000. The amount requested is $1,200,000 
more than the amount appropriated thus far for the current fiscal year. 
There are, however, 2 a ditional costs totaling $1,350,000 above the 
requirements provided for in the 1957 appropriation. These ad- 
ditional items are (1) $950,000 for payment into the civil-service- 
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retirement fund under the provisions of Public Law 854, approved 
July 31, 1956, and (2) $400,000 for payment to the Post Office Depart. 
ment for handling registered mailings of the Bureau in Washington 
under the. provisions of Public Law 705, approved July 14 1956 
regulations. issued by the Post Office Department thereunder, and an 
agreement negotiated by us with that Department. 

_ Were it not for these additional costs, the Bureau would be request. 
ing $150,000 less than the amount provided during fiscal 1957, while 
at the same time estimating an increase in work volume. 

Of the total requested, $5,382,265 is for the United States Savings 
Bonds Division, the detailed needs for which ‘were justified by repre- 
sentatives of that organization when they appeared before you yester. 
day. The remaining $41,317,735 is for the operations of the Bureau 
of Public Debt. The latter amount includes: $10,800,000 for reim. 
bursement to the Federal Reserve banks for services performed as 
fiscal agents of the Treasury in the issue, service and retirement of all 
securities, $10,800,000 for payment of fees to commercial banks and 
other financial institutions for redeeming savings bonds and $710,000 
for reimbursement to the Post Office Department for services per- 
formed in selling savings stamps and for issuing savings bonds to the 
public in certain localities where other public facilities are not. avail- 
able. The proposed financial plan by major fund allotments in fiscal 
1958 compared with actual 1956 and the current allotments for 1957 
is set forth in a table appearing in the justifications. 


ESTIMATED WORK VOLUME 


The work volume of the Bureau has remained relatively constant 
during the past few years with some minor variations in issues and 
retirements of savings bonds. It is currently estimated that the volume 
of work in the issue of savings bonds will be approximately 3.2 per- 
cent greater in 1958 than in the current fiscal year while, at the same 
time, the work on the retirement side is estimated to decrease only by 
approximately one-half of 1 percent. Although our work volume 
estimates are developed with the greatest care possible, it is extremely 
difficult to accurately predict the economic forces which may have 
an effect on the number of securities that will be sold or redeemed 
in any specific period of time in the future. If the assumptions on 
which our volume estimates are based are modified or changes occur 
in the economic condition of the country, adjustments in volume esti- 
mates must be made. Comparative volume statistics for 1956, 1957 and 
1958 are set forth in a table appearing in the justifications. The work 
of the Bureau is essentially current at this time in spite of the fact 
that our 1957 workload volume is higher than had been anticipated 
when we appeared before you a year ago. 


MANAGEMENT IMPROVEMENT ACTIVITIES 


The Bureau has active employee suggestion and training programs, 
as well as a specialized staff working vigorously and continuously on 
problems relating to organization and procedures. The search for 
better methods of doing our work and ways of developing more eco 
nomical and effective procedures is never-ending. Improvements 1 
operations are made each year, which either reduce the costs of doing 
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d | our job or result in better service to the public at no additional cost. 
- | Some of these improvements in methods and procedures result in im- 
nm | mediate, one-time economies through reduced requirements for per- 
6, | sonal services, machine rentals, space or equipment. Other improve- 
n | ments result in less immediate but very significant long-range econ- 
omies, For example, the procedural changes introduced in the Fed- 
t- | eral Reserve banks and our three savings bond audit branches over 
le | 9 years ago produced economies which are only now being fully 
realized. 
3 | Whenever - employee leaves the Bureau for any reason—retire- 
e | ment, death, transfer or resignation—the resulting vacancy is care- 
™ | fully studied ‘a determine whether the full worklo: ad may continue to 
il | be adequately performed without filling the vacancy. The Bureau 
X- | enploys a significant number of persons who have reached an age 
as | where they may profitably take advantage of the liber alized retirement 
ll | benefits provided in Public Law 854, approved July 31, 1956. During 
id | the past year a few additional retirements, above what might be con- 
00 | sidered an average year have taken place. 
- For about. a year, the division in the Bureau responsible for main- 
he | taining all public debt accounts has been engaged in making extensive 
il procedural changes to permit the fullest mec chanization possible at this 
al | time of the accounting system. Savings have already been realized 
‘1 | and more are expected to occur from these changes. ‘These savings 
have not been fully reflected in our estimates because, during this 
period of change-over, certain dual systems of accounting are being 
maintained for test check purposes and to provide immediate and 
accurate information. 
i Some specific management improvement projects resulting in sav- 
a ings during the past year are alluded to in our justifications. The 
individual projects are, however, too numerous to present in any detail 
| in a budget justification. Savings resulting from these improve- 
te ments have each year for the past several years added to hundreds of 
me | thousands of dollars. There are two man: igement projects that war- 
ay | tant specific mention: (1) the possibility of replacing the present type 
ve | ries E savings bond with a punch card type bond and (2) the possi- 
ed | bility of using electronic equipment for processing savings bond issue 
on | and redemption records. 
cur 
PUNCIL CARD BONDS 
sti- 
nd | The possibility of conversion to a punch card series E savings bond 
ork | is under active consideration by Bureau and Department officials. A 
act | model of suc h a bond was developed during the past year and, with 
ted | the Secret tary’s approval, it was submitted to the Federal Reserve 
banks to obtain their reaction and that of certain selected issuing 
agents. Replies from the banks are being analyzed. Technical mat- 
ters relating to adoption of the bond are now being carefully studied. 
ms, | tis estimated that, should the use of such a type of bond be feasible, 
on | Savings of at least $500,000 per year might be realized. 
for 
0- USE OF ELECTRONIC MACHINES 
a The Bureau is conducting a comprehensive study to determine 


whether all cr certain phases of the issuance and retirement of sav- 
ings bonds can be performed more economically and expeditiously on 
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electronic data processing equipment which is now, or may in the 
near future become, available for use. In October 1955 an on-the. 
site analysis and explanation of operations performed by our Chicago 
departments! office was attended by representatives of nine interested 
firms. A special committee of Bureau personnel was established to 
study this subject. Invitations were sent to quite a number of com 
panies soliciting proposals outlining systems and their costs. Four 
companies have elected to continue the study; preliminary proposals 
were received from each of the four firms. 

The Bureau carefully reviewed the proposals received. In Decem. 
ber 1956 a request was made of each of the four companies to submit 
revised proposals based on the performance of uniform procedures 
outlined by us. The revised proposals are to be submitted by February 
15, 1957. Members of our committee and operating officials of the 

sureau will study these proposals with the advice and assistance of 

representatives of the Bureau of Standards and members of the Joint 
Government Electronic Committee under the Joint Accounting Im. 
provement Program. The fundamental questions for which the Bu- 
reau is seeking answers are, first, “Are the operations of the Bureau 
relating to the issuance and retirement of savings bonds susceptible 
to electronic techniques?” and, second, “Would the installation of elee- 
tronic procedures provide the same or better service at less cost than 
current cosis under continually improved manual-mechanical pro- 
cedures ?” 

Though the answers to these important questions are not now avail- 
able, the Bureau is making every effort to resolve the issues at the 
earliest possible date. 

These two studies have significant budgetary implications. In the 
event that developments in electronics proceed at a pace faster than is 
now anticipated, it may be possible that costs of preliminary pilot 
studies or expenditures for related costs could be met from funds r- 
quested for the replacement of obsolete or wornout equipment. 

The Bureau is asking for funds this year for replacement of old and 
wornout equipment. Most of this equipment is far beyond the stand- 
ards established for age, serviceability and economic usefulness. 
Should it be feasible to move into the area of electronic operations, it 
is contemplated that purchase of replacement equipment could be 
deferred to the extent necessary to launch such pilot studies or until 
additional funds might be obtained. 

Thank you for the opportunity of appearing before you to present 
our budgetary request for fiscal 1958. I shall be glad to discuss any 
points on which there may be questions. 

Mr. Passman. Thank you, Mr. Commissioner. 

Off the record. 


(Discussion off the record.) 
REGISTRY FEES 


Mr. Gary. Mr. Commissioner, does the $400,000 sum to be paid the 
Post Office Department cover payment of registry fees only, or does it 
include ordinary postage as well ? 

Mr. Kirpy. It covers only registry fees, Mr. Chairman, and it affords 
us a protection that we feel we need on shipments of securities which in 
the last fiscal year aggregated about $173 billion. These are live secur; 
ties. 
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PUNCHCARD BONDS 


Mr. Gary. Secretary Burgess indicated May 1 was the target for 
conversion to the punchcard savings bonds. It would appear from 
your statement that the committee can safely reduce your estimates by 
$500,000. Is that correct? 

Mr. Kitsy. We are at a very ticklish stage on this study. If the 
Secretary were to ask me today if I could produce and utilize punch- 
ard savings bonds, in good conscience I think I would have to tell 
him there are a few bugs to work out before I would feel confident in 
reommending it. Before we enter into a thing of this magnitude 
there are many things to be considered. I would like to feel more 
certain of the components of this punchcard bond before it is recom- 
mended. I think it is a question of when and not whether we will get 
it. Whether we would be able to get it for May 1 appears doubtful 
right now. 

Mr. Gary. What are the mechanics of the bond ? 

Mr. Krisy. That bond [producing sample] looks very much like 
the paper bond we are selling 90 million of every year. It has been 
reduced to punchboard size. It is not a direct reduction; that is, it is 
not a true ratio reduction, and there has been unequal reduction made 
in order to give the greatest space possible for this stamp [indicating | 
and other data to be placed on it. The bonds can be utilized in four 
different assemblies, the assembly that requires an original and dupli- 
cate stub with carbon interleaved between both so that it can be pro- 
cessed by a typewriter or addressograph, which is the assembly before 
you; there is another one adapted to the Elliott stencil method; the 
third is really an unassembled assembly, it is merely an original bond 
With an original stub which can be fed side by side or run in successive 
operations; and the fourth is like the third, but assembled with carbon 
interleaved. 

Mr. Gary. What will be punched on here? 

Mr. Kirey. It is our purpose to prepunch the series, denomination, 
and serial number, which can be utilized subsequently in our redemp- 
tion operation. 

At the present time in our Savings Bond Audit Branches we punch 
21 columns on a detail card for each bond. We hope to punch that in 
the bond so that, discounting a spoilage of 5 or 6 percent, there will 
be half the cost of processing these detail cards through the key 
punch and verification portion of the redemption operation already 
punched in the body. 

Mr. Gary. You would punch on there the series E ? 

Mr. Kirny. Yes: there would be a code for the series: another would 
be the denominational code: and 10 digits for the serial number. The 
serial numbers for series E bonds have risen to 1.400 million since 
the program began in May 1941. I think the reason Mr. Burgess men- 
tioned May 1 is that that is an anniversary of the E bond program. 

Mr. Gary. You would punch the card with that information and 
then send it out to the issuing agent ¢ 

Mr. Kinny. Yes. 

_ Mr. Gary. And they would fill in the names on the typewriter just 
as they do now ? 

Mr. Kinny. Just as they do now. 
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Mr. Gary. It would be largely the punching of the serial number 
that would facilitate the handling of the bonds? 

Mr. Kirny. That would be the automatic operation that would give 
us a substantial start toward the remainder of the punching. 


AVERAGE UNIT COST OF REDEEMING BONDS 


Mr. Gary. What is the average unit cost of redeeming a bond? 

Mr. Kinny. We have to pay an agents fee which averages about 124 
cents. The fee is based, as you probably remember, on 15 cents apiece 
for the first 1,000 bonds in a calendar quarter, and 10 cents for each 
bond above that. It averages about 12.4 cents. 

Mr. Downir. The administrative cost involved in redemption varies 
considerably according to the volume we have, but we use a round fig- 
ure of about 71% cents. 

Mr. Kitsy. Which would make about 20 cents per bond. 


COST OF ISSUING AND REDEEMING BONDS 


Mr. Gary. What is the total cost of issuing and redeeming the 
bonds? 

Mr. Kirey. On the average—and talking now only of appropriated 
funds—the cost averages about 38 cents apiece from the cradle to the 
grave, that is, production, issuance, distribution, establishing the files 
in Chicago, and performing such services as may be required during 
the life of the bond and its ultimate redemption and destruction. 


COMPOSITE UNIT COSTS 


Mr. Gary. Why do you say the average composite unit cost for 
savings bonds is not deemed feasible ? 

Mr. Kirtsy. Where do you find that, Mr. Chairman? 

Mr. Gary. On page 76 of the justifications (your p. 11) you say— 

Although it is not feasible to use a single composite unit cost for each bond 
sold or for each bond redeemed because of the wide variations in cost within 
each step in a major process, many work unit costs are used which represent 
actual operating costs in detail by steps within a process, such as sorting, film- 
ing, filing, posting, verifying, ete. 

Mr. Kirsy. Mr. Chairman, there are some operations which have 
attempted to relate their need for money to do the job to the number 
of pieces of anything that they handle, and they have developed it 
to a unit cost per item. We have felt that there are so many factors 
in our operation that it is not sound or it is not necessarily efficient 
to attempt to translate it in terms of so many cents per item to be 
handled. 

Mr. Gary. The Division of Disbursement does use a composite unit 
cost for the issuance of checks? 

Mr. Kirtsy. That is correct. I think it is a matter of judgment 
as to whether an official wishes to produce and justify an estimate 
based on unit cost or one such as ours is. I have always thought our 
method of developing a budget document was efficient. 

Mr. Gary. Was it not one of the recommendations of the Hoover 
Commission that you get workload on a unit basis? 
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Mr. Krier. I think that is generally true, Mr. Chairman. I am 
not as familiar with the provisions of those recommendations as I 
should be. 

Mr. Downir. May I attempt to answer that? 

Mr. Gary. Yes. 

Mr. Downie. I believe the unit cost system we use in the Bureau 
is as good as any I have seen in Government service in the past 15 
years I have been in budget work. I think it is better in many ways 
than the system used by the Division of Disbursement, although I do 
not mean by that. to belittle their system. We use unit costs for the 
major portion of our workload. We get a quarterly report on produc- 
tivity and know the cost for each specific operation. We could tell 
you in detail in any quarter what it is costing us to do a specific job 
on the ag 8 fees or issuance side, To bring those all together mto 
asingle figure and say that it costs us X cents to issue a bond and Y 
cents to retire a bond at any point before then, I think, would destroy 
the value of the unit cost system that we use during the year in the 
development of our budget. We execute our budget in the same man- 
ner we justify it to you gentlemen; and I truly feel, if we came up with 
the same method of presenting our budget as the Division of Disburse- 
ment does, that figure would become meaningless and would not have 
the meaning it does on the costs of the several s segments of our oper- 
ations. 

As Mr. Kilby said, we have a composite figure of 38 cents, appr OXxi- 
mately, from the cradle to the grave. We round that out in terms of 
40 cents: approximately 10 cents on the issue side, 20 cents on retire- 
ment, and 10 cents for servicing each bond, but within those cost figures 
there are many that fluctuate radically from period to ee As 
we get an increase in volume over what we have estim: ited, we at- 
tempt to do that volume within the appropriation we have. Other- 
wise, the next year we may come in with the ludicrous situation of 
having estimated one figure and coming up with another. I feel that 
our system would meet all the essential elements of the Hoover Com- 
mission recommendation. 


FEES PAID COMMERCIAL BANKS FOR HANDLING BONDS 








Mr. Gary. Do you pay the banks for issuing and redeeming these 
bonds ? 

Mr. Kirzy. The commercial banks ? 

Mr. Gary. Yes. 

Mr. Kirtsy. The commercial banks issue the bonds without reim- 
bursement. They are reimbursed on the redemption side, which aver- 
ages 12.4 cents per bond redeemed. 

“Mr. PassMan. Regardless of denomination ? 

Mr. Kinsey. Yes, sir. 

Mr. Gary. Are not the banks compensated for their services on the 
basis of this deposit system we have been discussing ? 

Mr. Kitsy. That is out of my bailiwick, Mr. Chairman, and I doubt 
now if I can comment on it. Mr. Maxwell, I understand, will be 
here tomorrow and he can discuss the depositary system. 

I might say the Treasury has felt over the years that while the 
banks were performing the service of issuing savings bonds without 
reimbursement, it has been an excellent customer relations angle that 
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has been beneficial to the banks, in that people coming in to buy bonds 
will perhaps Sse for the other services of the banks. 

Mr. Gary. I do not think there is any question about that. I should 
think it would be good customer relations to cash checks for Govern. 
ment employees. Nevertheless, the Government maintains deposits 
in these banks the interest on which adequately compensates the banks 
for the services they render in cashing checks for Government employ. 
ees who do not have accounts in the banks. I was w ondering if the 
same thing was true in regard to these bonds. In other words, the 
numerous services which apparently the banks perform without com. 
pensation are paid for by the Government depositing certain amounts 
of money in the banks which they can use at no interest. The banks 
have the privilege of using the funds as they would any other funds 
in their hands. 

Mr. Kirpy. As I recall it, Mr. Chairman, the committee interrogated 

Secretary Humphrey on that point last year, and he was directed to 
report to you. 

Mr. Gary. We have that report. I was just trying to ascertain if 
this function comes under the depositary system, if this is one of the 
services for which they compensate the banks. 

Mr. Kirsy. The proceeds of sales of these bonds are handled by the 
commercial banks as issuing agents through their tax and loan ae. 
counts. In other words, a commercial bank that has a tax and Joan 
account might issue $50,000 of bonds, and rather than remit the cash 
they can pay for it through their tax and loan account, which gives 
them a little time until the money is called. 


SAVINGS THROUGH TRANSFER OF CHECK ISSUANCE TO DIVISION OF 
DISBURSEMENT 


Mr. Gary. How much can the estimates be reduced by virtue of the 
function of check issuance being transferred to the Division of Dis- 
bursement ? 

Mr. Kirtpy. That is one we have under study at the moment and we 
have not been able to cost it in such a fashion that at this time we 
could estimate any specific amount that we might be able to reduce that 
estimate by. Nor has Mr. Maxwell been able to cost any additional 
expense he might incur by assuming the function. 


WORKLOAD TABLES 


Mr. Gary. We will insert workload tables 1, 2, and 3, appearing on 
pages 77, 79, and 80 of the justifications at this point in the record. 
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(The material referred to is as follows:) 


TARLE 1.—Volume of savings bonds issued and retired 


] 
Type of transaction | Actual, Estimate, “stimate, 
1956 1957 1958 


Issues: i 
Sales, series E 89, 647, 54: 91, 000 94, 800, 000 
Sales, other series. } , 274, 344 | 000 | 1, 500, 000 


Total sales ; | 921, 886 93, 000 | 96, 300, 000 
Other issues (claims, reissues, exchanges, etc.) , 613, OF - 000 2, 900, 000 


Total issues__. 4 “ ‘ ; BP ESE AS 93, 534, ¢ Of, 000 99, 200, 000 


Retirements: 
Redemptions: 
Series E: 
Unmatured..__- na er ois 741, 3 36, 700, 000 69, 000, 000 
Matured: 
Within 1 year__- ‘ i : : 3, 900, 000 | 3, 000, 000 


Baber 1 Yeeros cacn- : Ce 5, 229, 900, 000 | 16, 000, 000 


} — 


Total redemptions, series EF. canes 9, 806, 88, 500, 000 | 88, 000, 000 

Other series: } 
Unmatured. ee male p 579, 500, 000 700, 000 
Matured... ._- sedate mciiag moeediode ee 2, 028, 77 , 700, 000 | 1, 500, 000 
Total redemptions, other series__-- dia ies 2, CO8, 712 2, 200, 000 | 2, 200, 008 


Total redemptions a = 92, 415, 349 700,000 | 90, 200, 000 
Other retirements (claims, reissues, spoils, ete.) . ._--- , 5, 331, 481 5, 350, 000 | 5, 400, 000 


Total retirements hanes wane 97, 796, S24 96, 050, 000 | 95, 600, 000 


The work performed under this activity is a joint product of the Post Office 
Department, the Federal Reserve banks, and the Bureau of the Public Debt, and 
the appropriation allocation for the activity is shared in relation to the costs 
borne by each. 

The Federal Reserve banks and branches, acting as fiscal agents of the Treas- 
wry Department, are reimbursed for services performed in the custody of unis- 
sued stock of United States savings bonds, the shipment of stock to issuing 
agents, the processing of registration stubs, the processing of spoiled bonds, the 
maintenance of limited safekeeping facilities. The banks also make original 
issues, function reissues and replacements, prepare serial number listings of 
bonds issued, maintaining paying agents’ accounts and initially process all paid 
bonds, whether paid by paying agents or directly by the banks. 
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TABLE 2.—Volume of work classified by major functions within each participating 
organization (in pieces) 

















1956-actual | 1957-estimate | 1958zestimate 
aoe ba hinecaeeewepees a nee gn i |—-——__. 
Post Office Department: 
Savings bonds sold__. ‘ 364, 377 400, 000 400, 000 
Savings stamps sold---- ; 108, 916, 365 108, 000, 000 108, 000, 000 
Savings bonds certified for payment. --- = 134, 194 200, 000 200, 00) 
Federal Reserve banks: z 
Issue stubs and spoiled bonds accounted for 91, 089, 728 95, 850, 000 | 98, 950, 00) 
Original issues by banks_--- 11, 020, 754 12, $70, 000 12, 930, 000 
Bonds received and released in safekeeping 500, 815 621, 000 | 571, 00 
Bonds received and delivered on reissue and replacement _ 5, 336, 454 5, 600, 000 5, 800, 000 
Paid bonds processed - o 92, 765, 694 | 90, 400, 000 | 89, 900, 000 
A-F, J and matured G bonds redeemed by banks 3, 517, 079 3, 113, 000 | 2, 982. 000 
Bonds redeemed by banks (other series) - _ - 548, 552 497, 000 75, 000 
Bonds redeemed by paying agents on fee basis-__--- 88, 508, 550 87, 392, 000 86, 400, 000 
Bureau of Public Debt | 
Registration stubs functioned on issue ! 1 93, 534,977 | 296, 100, 000 99, 200, 000 
Retired bonds processed 3__- 97, 796, 830 96, 050, 000 | 95, 600, 000 
Service functions: Bonds functioned (forwarding items) -__| 268, 978 267, 500 267, 500 
Interest checks issued ‘ 6, 923, 486 | 7, 000, 000 | 7, 200, 000 
Registration released (bonds functioned) -- 684, 185 605, 300 | 718, 800 
Claims cases functioned | 83, 743 | 82, 000 | 82, 000 
General inquiry cases functioned _-_- | 105, 751 | 106, 100 | 106, 100 


1 Inciudes sales of all series and al! other issues a/c claims, reissues and exchanges. 
2 Does not include the sorting of 221 million and microfilming of 180 million unprocessed registration stubs 
ip order to bring the numerical records current. 


3 Includes total redemptions of all series and all other retirements a/c claims, reissues, exchanges, and spoils 


TABLE 3.—Cost of handling the volume of work classified by major functions within 
each participating organization 


| 1956 actual | 1957 estimate | 1958 estimate 


Post Office Department 








Savings bonds sold jo ; : 7 $114, 778 $128, 800 $128, 8) 
Savings stamps sold aan 723, 640 571, 200 | 571, 200 
Savings bonds certified for payment... -- ated ios 6, 710 10, 000 10, 0 
Total, Post Office Department--- ee ataali 845, 128 710, 000 710, OF 
Federal Reserve banks 
Issue stubs and spoiled bonds accounted for Sones . 2, 094, 902 7, 000 2, 067, 000 
Original issues by banks | 1, 591, 382 , 000 1, 552, 00 
Bonds received and released in safekeeping 227, 971 . 000 208, 000 
Bonds received and delivered on reissue and replacement 1, 496, 640 1, 447, 000 1, 447,000 
Paid bonds processed : ile 901, 586 872, 000 859, 000 
A-F-, J-, and matured G-bonds redeemed by banks 1, 212, 481 1, 167, 000 1, 151, OO 
Bonds redeemed by banks (other series 5 455, 038 441, 000 424, 00 
Bonds redeemed by paying agents on fee basis ‘ mma 11, 015, 338 10, 924, 000 10, 800, 00 
Total, Federal Reserve banks ‘ 18, 995, 338 18, 632, 000 18, 508, 00 
Bureau of the Public Debt 
Registration stubs functioned on issut 5, 524, 655 6, 137, 079 6, 275, 278 
Redeemed bonds processed 4,051, 030 4, 142, 940 4, 352, 14 
Service tuncti 
Bonds functioned (forwarding items 629, 667, 578 
Interest checks issued 1, 1, 193, 7 1, 234, Sif 
Registration release bonds functioned 146 166, 144 
Claims cases functioned s 967, 847 1, 025, 791 
General inquiry cases functioned 942, 666 1, 000, 721 
Total servicing 5 3, 933, 809 3, 880, 474 4, 095, 05 
Total, Bureau of the Public Debt 13, 509, 494 14, 160, 493 14, 722, 474 
Grand total 33, 349, 960 33, 502, 493 33, 940, 474 


1 Includes $299,507 for backlogged work on the savings bond numerical! registration file, which was tem- 
porarily discontinued in fiscal 1955 


2 Total includes full resumption on a current basis of sorting and filming operations on the numerical 
records. 
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STATISTICAL TABLES ON PUBLIC DEBT, BOND SALES, 
REDEMPTIONS, AND SO FORTH 
























se | Mr. Gary. Mr. Kilby, will you please bring up to date and insert 
~ | inthe record at this point the ownership table appearing on page 125, 
m | the table appearing on page 126, and the tables appearing on pages 
wm | 130, 131, 132, 133, and 139 of the 1957 hearings. 
- Mr. Kitpy. We have those all with us, Mr. Chairman, and we will 
oe lad to insert them. 
oon The material requested is as follows :) 
000 s ; 
= Ownership of the public debt 
, 000 [In billions of dollars] 
near ennnetia rena SE eee 
, 000 | | | Change, 
, 500 | increase 
000 | Feb. 28, | Dece.31, | Dec.31, | Dec.31, | (+) or 
» 0 | 1946 1954’ | 1955" | 19561" | decrease 
, 000 | | | (—), since 
» | Dee. 31, 
<a | 1955 
—$——$$—$_$__--§ —--——--——_ --—- ——— - —————--—— — | ——— —- | —_——_—_—__|--— —|—--— — 
. | | 
tubs | Nonbank investors: 
oils Individuals__._. sea aa iliaadliael alla 64. 1 63.0 | 64.9 | 66.8 | +1.9 
i Insurance companies and mutual sav- 
ings banks “ 35. 5 | 23.8 22.8 | 21.0 —1.8 
thin Nonfinancial corporations. - -_- 19.9 19.8 | 24.0 19.0 | —5.0 
; State and local government and mis- | | | 
cellaneous-._-- bat cedeceeen eae 15.6 28. 5 30.6 | 31.8 | +1.2 


Total, nonbank_-...-- 


































nate 
— Banks: | 
Commercial banks- --. ‘ i 93. 8 69. 2 62.0 | 59.1 | —2. 
Federal Reserve banks. -. ‘ 2: 9 | +. 
8, 800 is i salle a - bs _ 
1, 200 Total, banks__.- 5 3.7 94. 3.8 0 | — 
0, 000 U.8. Government investment accounts. _- 5 | 51.7 5 + 
0, 000 Total 
7, 000 1 Preliminary estimate. 
2, 000 
8, 000 ; : he 
7 000 Statement showing security issues and retirements, average employment, total 
9, 000 expenditures, and applicable ratio 
1, OOF 
4, 000 — — — 
10, 000 ‘ , 
eo Number of Ratio of 
securities Average number of 
8, 000 s a 
sad Fiscal year savings bond number securities Total 
ind other) of man- to average | expenditures 
issued and years ? man-years 
retired f 








7, 578 
4, S16 . — . -- - — - 
a i... ‘ 215, 391, 070 8, 544 25, 210 $60, 088, 511 
1) 7) 1948 174, 037, 879 7, 148 24, 348 53, 504, 875 
“™ 7 199 160, 530, 221 6, 582 24, 389 49, 248, 288 
05, 05 1950 155, 653, 666 5, 149 30, 230 £5, 971, 331 
’ 1951 163, 490, 561 5, O79 32, 190 44, 806, 326 
1952 163, 627, 727 4,003 40, 876 44, 983, 120 
— | 18 174, 052, 933 3, 725 46, 726 46, 032, 809 
40, 474 1954 : 191, 226, 000 3, 317 57, 650 43, 839, 747 
’ 1955 192, 730, 203 3, 235 9, 37¢ 40, 277, 697 
nani 1956 197, 040, 250 | 3. 066 64, 266 40, 052, 405 


| 
| 





3 tem: 








‘Issues and retirements have been combined into a single entry in column 1 for each year for the purpose 
of the attached statement, without giving effect to different weights entering therein. Also, while man- 
year and expenditure figures include all operations, certain service and retirement transactions, such as 
interest check issues, interest coupon retirement, unfit currency destruction, etc., are not reflected in column 


rerical 






Includes part-time employment adjusted to full-time basis. 
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United States savings bonds, series E— Monthly sales and redemptions, fiscal years 
1955, 1956, and 1957 (based on unaudited reports) 


SS 
Pieces sold Pieces redeemed 
Month i 5 cach aoe ME " s i 
See 
1955 1956 1957 1953 1956 1957 


omnes: 











July 6, 802, 708 7, 441, 314 6, 100, 758 | 7, 498, 408 7, 787, O87 
August --. 7, 070, 149 7,392,114 | 5, 767,845 7, 618, 331 8, 101, 2 
September. 6, 673, 657 1, 123, 274 6, 544, 256 4, 789, 341 7, 781, 226 7, 055, 2% 
October 6, 674, 203 7, 029, 726 7,781, 619 6, 303, 855 6, 855, 286 7, 480, 189 
November om 6, 788, 151 6,911,865 | 7,363,191 | 6, 430, 569 6, 959, 284 6, 918, 025 
Subtotal, July-Novem- <n 
see 33, 752, 892 36, 522, 494 | 29,392,368 | 36,712, 535 37, 341, 772 
December Z ..| 7, 908, 542 7, 367, 576 7, 085, 332 7, 696, 968 7, 637, 343 
January .... ..| 7,367, 291 10, 156, 219 7, 660, S04 
February. 6, 521, 048 | 10, 879, 325 7, 122, 295 
March. ; 7, 785, 518 9, 378, 534 7 
April... é ks 7, 260, 902 | 6, 792, 464 
May.. 6, 828, 253 7, 495, 839 
June é | 7,248, 179 9, 019, 995 
Subtotal, December- 
June. 50, 919, 733 | 54,2 73 60, 607,708 | 52, 939, 145 
Total. sactcéécuces | 84, 672, 625 | 89, 190, 095 | asadz 190, 000, 076 | 8Y, 651, 680 |_.-- 
| | } | 








1 Due to procedural changes, backlogs developed in the branch offices, and the monthly breakdown is 


on a classified charge basis rather than actual redemptions. Backlogs had been eliminated by the fiscal 
year end, 


Public debt refundings of marketable issues in the calendar year 1956 (exclusive of Treasury bills) 





000 “£3 ‘296 ‘62 " , > 66 ‘TE | 
"L961-C] S8f10s ‘ssou }} cI sataas 


000 ‘Z¥6 ‘0LZ ere ao “““syquour OT | -poyqepuy JO SeywoyTi100 Yuvoied YE ‘000 ‘E80 ‘6 ; 108 eput Jo , 

1961-0 Seldes ‘(UOT UATOTIUR XV) Ssou 000 (000 "£80 6 ss IO a — 

000 ‘086 9861 ‘I ‘90q |~-"""-"-""syjUOMI Z | -peyqepuy Jo seqvogTiIe0 Jusoled We 

“L861-d | ‘9S61-O4 


000 “Sez sezies ‘sojou Ainsvely, yusdIed %Z | 000 ‘V00' : : | Saties ‘sojou Aunsro.y, Vuedded ¢ 
“LS6I-d : ‘9S6I-d 


000 “Sg 9961 ‘I ‘any |- : ---| gsoqias ‘sajou Ainsvely, yued1ed %zZ | 000 ‘000 ‘see ‘ZI ‘ | syjyuoUl Setios ‘sojou Aunsveiy, guedied Zz 


} “1LS6I-V¥ Se]dus ‘sso | Y61-V YW Seles 
000 “$29 - op “""1B04 [ | -pejqepul JO seyRogtj100 yusdsed %¢Z | 000 ‘SFO‘ZO0'T | ¢ ; IwOA ¢ | ‘sejou ' wed =F] 


‘I “d0q7 JO ONSS] [VUOTIIPPR) RSC6I-V 
000 ‘TSZ op “-syquow g sivod Z | Soyies ‘sejou Ainsvaly, yuedted %7Z)) 000 ‘O88 ‘TLP ‘R$ 
“LE6I-V Se]ies “ssou 
000 “S08 | OS6I ‘eT IBoh | peiqepuy JO sejwogizied queosed 8 





(aqep Aqyiny (ajep Aqing 
pesueyoxe Zujpunjel -BUl 0} ONSs] JO | SulIn}eul ayep 0} OnNsst JO 
yunOUWy | jo eq Q}Ep) ONssy JO I'T qUNOWYy {{LIN{Vjy ansst JO 
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Statement of public debt outstanding which will mature in fiscal year 1958 based m 
latest audited figures in the accounts of the Bureau of the public debt 


DescrIption of loan or issue Rate of Date ofissue | Payable 


, Amount out. 
interest 


standing 


Public issues: 








Marketable obligations: Percent } 
Certificates of indebtedness: Series 
D-1957 314| Dec. 1, 1956... Oct. 1, 1957 $7,270, 942; ogy 
Treasury notes | 
Series C-1957- 234| July 16, 1956____| Aug. 15, 1957 3, 792, 028, og 
Series A-1958 . 274! Dec. 1, 1955__- Aug. 1, 1957 12, 056, 091, im 
Series A-1959 3 17%| May 17, 1954 June 15, 1958 4, 391, 791, oo 
Series FA-1958 1} Apr. 1, 1953 Oct. 1, 1957 $24, 196, 0 
Series EO-1958 144} Oct. 1, 1953 Apr. 1, 1958 : 
Total Treasury notes sid bemeecet ‘ 21, 446, 902, Oy 
Treasury bonds: | 
216 percent bonds of 1956-58 216; June 2, 1941- Mar. 15, 1958 1, 448, 745, 5 
238 percent bonds of 1958__ 236; July 1, 1952 _- June 15, 1958 _ - 4, 244, 811, 
Total Treasury bonds eicih Pies P53 5, 693, 556, 500 
Total marketable obligations 34, 411, 400, 5 
Nonmarketable obligations: Deposit- 
ary bonds, Ist series_._. 2 July 1945 toJune | July 1957 toJune 4, 814, 00 
1946, 1958. 
EE IND SIR oon nc ca ccconecufieaedos danse tn pebbusksansows 34, 416, 214, 5 
Special issues 
Federal Deposit Insurance Corpora- 2! Dec. 1, 1952_....| Dec. 1, 1957 90, 400, 00) 
tion: Series 1957 (notes). 
Federal home loan banks: Series 1958 2 | June 30, 1953__..| June 30, 1958 39, 400, 000 
(notes). 
Federal Housing Administration: 
Mutual mortgage insurance fund: 2 | Mar. 19, 1954....|....-do-. ‘ 9, 800, 00 
Series 1958 (notes). 
Title I housing insurance fund: 21 Mar. 1, 1954.....|... Radin ba 50, 0 
Series 1958 (notes). 
Federal Savings and Loan Insurance 2 | June 30, 1953. _.-|..-.- do ; 27, 840, 0 
Corporation: Series 1958 (notes). 
National service life insurance fund: So hus ..do : , 202, 535, 00 
Series 1958 (notes 
Railroad retirement account: Series 3 j.....d0 vinsdcet@Onaeuss 873, 073, 0 
1958 (notes). — 
Total special issues (notes) --- 2. 


ionnd [dewudied nie cwuuny- wean nwghwaum ince 2, 243, 098, 00 


Total interest-bearing debt out- 
standing, exclusive of savings 
bonds, maturing in fiscal year 
1958 


Baath oc sae ae sa isiewee aaa Pesseais 36, 659, 312, 0 


Note.—The above table includes all securities, except savings bonds, which mature in the fiscal year 198 
It does not include those securities, the maturity dates of which are subsequent to the fiscal year 1958, re- 
deemable on demand at option of owner or on call by the Secretary of the Treasury. No estimate is included 
for debt refundings occurring in the latter half of fiscal year 1957 which may carry maturity dates in 19%, 


Amoun 
the ce 
basis 
date « 


—_— 


—_— 


End of Jt 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1954 
19) 
195! 
1956 

1957: M 
Jat; 
Al 
Sep 
Oet 
No 
De 


On 


Nom 
1929, p 
43, F 
Treasu 
amoun 
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Amount of interest-bearing debt outstanding, the computed annual interest charge and 
the computed rate of interest at the end of each fiscal year from 1916 to 1937 on 
basis of monthly public debt statements, and from end of the fiscal year 1938 to 
date on basis of daily Treasury statements 


Computed 
Interest-bearing |Computed annual rate of 
debt interest charge | interest, 
| percent 


—_— 


nd of June 30: 
1916 $971, 562, 5s 
1917 4 2 
1918__- 
1919_-. 
1920- 
1921 
1922 , OF 
1923 22, , 590, 754 | 
1924 20, 981, 586, 429 
1925_.- 20, 210, 906, 251 
1926 J , 383, 770, 860 
1927 , 943, 965 
1928_- , 317, 695, 096 ‘ 
1929_- 5, 638, 941, 156, 654, ¢ 
1930_. 5, 921, 892, 3: 106, 031, 
1931 _. 5, SUE ) 588, 987, 
1932 ‘ 9, 161, : 571, 604, 
1933__- 22, 157, 643, 120 | 2, 175, 
1934 26, , 487, 920 | 2, 301, 
1935__. | 27, 645, 229, 826 50, 677, § 
1936 ; . 32, 755, 631, 770 838, 002, 053 
1937 _. _ 35, 802, 586, 915 24, 347, O89 | 
1938 57! 5, 880 947, 084, 058 
1939__ 5, 969, 732 , 036, 937, 397 
1940 ‘ 2, 376, 495, 92: , 094, 619, 914 
1941 , 387, 39 , 218, 238, 845 
1942 , 968, 418, 098 , 644, 476, 360 | 
1943 7 779, 036 | 
1944 3, 355. ¢ 3, 849, 254, 656 
1945 256, 356, 615, 818 | , 963, 730, 414 
50, 1946 265 , 872, 218 | g , 712, 231 | 
" 1947 255, 113, 412, 039 | 5, 374, 409, 074 
40, On 1948 250, 063, 348, 379 5, 455,475, 791 
oR 1949 250, 761, 636, 723 , 605, 929, 714 | 
135, 000 1950 ¢ 72 5, 612, 676, 516 
73 Vy) 1951 , 851, 765, 497 5, 739, 615, 990 
te 1952 256, 862, 861, 128 5, 981, 357, 116 
) 1953... 263, 017, 740 }, 430, 991, 316 
aa 1954 268, 909, 766, 654 3, 298, 069, 299 | 
12. 500 1955 271, 741, 267, 507 | 3, 387, 225, 600 
an 1956 269, 883, 068, 041 5, 949, 699, 625 
1957: Month ended: 
July - geltayett | 971, 634, 323 
August... ..- 2 272, 958, 678, 498 
—— Septem ber. - 271, 660, 312, 403 | , 134,115 | 
r 1958 I adit b oieabbhictts .----| 272,719, 916, 190 , 167, 213, 720 
58, res November ; 274, 471, 439, 742 7, 245, 991, 621 
luded December. _.--- Pee SF 274, 219, 361, 727 7, 318, 306, 865 
n 1988, 


RO BD = RD BO ND BD ND BO BD IN 28 GS SS G9 G8 BO GO OO eo em em em OH SH BO 
naan al asad 1 - 4 a >not 


Sw NNNND 


. 444, 955 | 


2, 956, 231 | 


1 On basis of daily Treasury statements. (See heading.) 


Note.—For monthly figures from June 1916 to June 1929, see report of the Secretary of the Treasury for 
1929, p. 509; from July 1929 to June 1936, see report of the Secretary of the Treasury for 1936, pp. 442 and 
43. For monthly revised figures covering subsequent fiscal years, see reports of the Secretary of the 
Treasury for the respective years. ‘‘Interest-bearing debt’’ figures include discount on Treasury bills, 
amount being deducted prior to calculating the average interest rate. 
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Rate of 
Title interest Principal 


Unmatured obligations: 
Federal Housing Administration: 





Military housing insurance fund: 2!4 percent debentures, series N - -. 
National defense housing insurance fund: 


gz 


Mutual mortgage insurance fund: Percent | 
3 percent debentures, series A 3 $5, 744, 
2% percent debentures, series AA_-_- 2% 875, 7% 
254 percent debentures, series AA-- 256 107, 009 
284 percent debentures, series AA-- 234 602, 109 
27% percent debentures, series AA_._- | 248 44, 95) 
3 percent debentures, series AA- ---| 3 | 508, 4%) 
Armed services housing mortgage insurance fund: 
21% percent debentures, series FF____...................---- 24 4, 875, 700 
2%4 percent debentures, series F F_..___......_.---- 2% | 4, 177, 3% 
Housing insurance fund: | 
2% percent debentures, series BB-_.. cease it caemieae 214 500, 580 
2% percent debentures, series BB..............------.--------- 234 | 3, 807, 8 
3 percent debentures, series BB_........_--- | 160, 4 
234 percent debentures, series F_.........-....------ 234 | 584, 300 
2% percent debentures, series M... 214 | 2, 229, 58 
2l6 percent debentures, series Q_______- acetone aids EEA 214 | 150, 00 
2% percent debentures, series Q ___---_- 244 | 27, 8) 
eee ’ 
39 
4) 
0 
18 








2% percent debentures, series GG____..---- 2% | 11, 701, 

234 percent debentures, series GG___...___-- ae 23% | 13, 580, 

2\4 percent debentures, series P..........................-- tes, 24 2, 200, 

2% percent debentures, series Y ..........---------- 7 : | 23% | 1, 284, 

Title I housing insurance fund: | 
2% percent debentures, series L........------------ : eparaan 24 59, 700 
234 percent debentures, series R_........--- ead SES 2% 67, 
3 percent debentures, series T___..-- Sle ae ais an cal 3 328, 
War housing insurance fund: 214 percent debentures, series H 2% 48, 266, 95 
Total unmatured obligations Oh te atictacidems b isiinsd th ; 102, 470, 08 
Matured obligations: 

Commodity Credit Corporation ~ ==> 

Federal Farm Mortgage Corporation e 284, 70 


Federal Housing Administration Soadincaaed is ‘ 7 oa ++ oeegen 
Home Owners’ Loan Corporation Soma abinadinn " --- . 474, 975 
Reconstruction Finance Corporation 


Total matured obligations cis ee eee ea 759, 675 


Total based on guaranties...________ ____._-. a hoe a ee 103, 229, 725 


DESCRIPTION OF VARIOUS TYPES OF ISSUES 


Mr. Gary. Will you define for the record and differentiate between 
Treasury bills, certificates, notes, and bonds? 

Mr. Kirpy. Section 1 of the Second Liberty Bond Act is the basis 
on which the Secretary of the Treasury, with the approval of the 
President, can issue bonds. The principal limitation is that they 
shall not bear interest at a rate to exceed 414 percent per annum. Other 
than that, he has wide latitude as to the length of maturity or any other 
terms and conditions. 

Notes of the United States are issued under section 18 of the Second 
Liberty Bond Act and may be issued for terms of not less than 1 year 
or more than 5 years. 

Certificates and Treasury bills come under section 5 of the Second 
Liberty Bond Act and may be issued for terms not to exceed 1 year. 

The other class is covered by section 22 of the Second Liberty Bond 
Act. the savings bond authority, which currently provides that they 
shall be issued with maturities of not more than 20 years and rates of 
interest not in excess of 3 percent per annum, compounded semi- 
annually. 

Mr. Gary. Is there any distinction between Treasury bills and 
certificates ? 
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Mr. Kitsy. Bills are customarily issued for 91 days and constitute 
the shortest term paper on the Government market. Certificates by 
practice are usually issued for longer periods. Last December we had 

































| grather heavy maturity and we offered two certificate issues, one for 

— | Tmonths and one for 10 months. More usually over the years we have 
kept closer to the 1-year area for certificates, which makes a little more 

a distinction between them and the 3-month bills. They are both market- 

;m | able and transferrable by delivery. The bills are sold on a discount 

;@ | basis and the certificates on an interest-bearing basis. 

+ Mr. Gary. How are they issued ? ant 

Mr. Kirey. In the case of Treasury bills, tenders are invited and 

2 they are sold on a competitive basis. The Federal Reserve banks re- 

as | ive tenders from interested parties. Those tenders are consolidated 

7m | 90 that the total amounts at each given price are brought together. 

im | We accept those from the highest bid down to the point the amount 

+4 of the offering has been reached. The computation of the various bids 

7% | within the acceptable range determines the average price of the issue. 

#@ | Mr. Gary. Are they issued direct from the Treasury or through 

aa | banks ? 

“| Mr. Kirtsy. They are issued by the Federal Reserve bank and 

418 | branches. They are not issued at the Treasury. 

om) Mr. Gary. Is the Federal Reserve bank and its branches compen- 

xu | sated for those services? 

"8 ) Mr. Kinsy. That is part of the out-of-pocket expense that we pay 

7,00 | them for; yes. The rate on the bills we sold last night was 3.132 for 

1 a9l-day bill. 

aw | Mr. Gary. That is up considerably; is it not? 

sig | Mr. Kirsy. We have been in a rather high rate area for the past 

- | several months. I think the highest we have paid has been something 

a.m | like 3.38, and only 2 or 3 times in the last 3 months has it dipped be- 

7; | OWS percent. 

__| Mr. Gary. How about the others? 

Mr. Kinny. The certificates of indebtedness are sold on an allotment 
basis at a fixed rate. Again, through the Federal Reserve bank the 
terms are made known to banks, dealers, individuals, State and local 

ven | governments, and others who may be interested in subscribing, and 
. | the amounts of subscription are reported by the Federal Reserve 
‘i banks to us in the Treasury. After the subscription books have been 
aa tlosed and the subscriptions have been tabulated, the Secretary deter- 
ther | mines the percentage of the amount deseribed which will be allotted 
ther | 2 order to give us approximately the amount we have asked for. The 
Federal Reserve banks send the allotment notices out to acquaint each 
sonn subscriber with the amount that has been allotted. Those allotments 
val have been pretty much on a uniform percentage basis, although some- 
‘ times preference has been given to some subscribers above others. For 
cond | Mstance, in July 1955 we sold some bonds on which a higher percent- 
veil age allotment was made to so-called institutional investors as distin- 
ond med from the commercial banks and a number of other investor 
classes, 
ey Mr. Gary. I suppose the Federal Reserve bank is also paid for that 
vail mrice f 


Mr. Kinsy. Yes. 


and 





412 
SERVICES OF COMMISSIONER 


Mr. Canrrevp. Will you tell us again today how many years you 
have been in the service of Uncle Sam? 

Mr. Kiney. 39 years, Mr. Canfield. 

Mr. Canrretp. And how many years in the Treasury ? 

Mr. Kirpy. I have been in the Tre: asury since 1919. 

Mr. Canrretp. And you have been Commissioner of the Public Debt 
for how long? 

Mr. Kinsy. I am now in my twelfth year. 


SALE AND REDEMPTION OF STAMPS AND BONDS BY POST OFFICES 


Mr. Canrretp. You have an item of $710,000 for reimbursement to 
the Post Office Department for services performed in selling savings 
stamps and for issuing savings bonds to the public in certain ‘localities 
where other public facilities are not available. Will you be good 
enough to explain that? 

Mr. Kirtsy. During the war there were about 24,000 post offices 
throughout the country that were selling savings bonds. In Seere- 
tary Humphrey’s search for economies in 1953, it was developed that 
the unit cost we were paying the post offices for issuing savings bonds 
was more than the cost to have them issued by the Federal Reserve 
banks and elsewhere. So it was decided to discontinue the issuance by 
post offices. 

That raised a furor, particularly where there were no other issuing 
agents available. So the Secretary said in any location where it was 
adverse to the program or depr ived people of access to buy the bonds, 
he would arrange to have those post offices continue to carry them. 
The number has dwindled until now there are only about 1,800 post 
offices that issue the bonds, and they issue a relatively small amount. 

Mr. Canriexp. In other words, in most of the cities and towns of 
our country—— 

Mr. Kirsy. Other issuing facilities are available. 

Mr. Canrretp. And they are not issued by the post offices ? 

Mr. Kirey. That is right. 

Mr. Canrretp. How about the redemptron of stamps and bonds 
throughout the post offices in the country ¢ 

Mr. Kirey. So far as I know the post offices will take care of the re- 
demption of stamps if a person brings them in. The post offices are 
supposed to be able to redeem those stamps that are brought in. Many 
stamps are in books that come to an issuing agent in “exch: inge for 
bonds. 

Mr. Canrrevp. What savings stamps are now sold through the Post 
Office Department, as to denomination # 

Mr. Kiigpy. The same denominations we have carried: 10 cents, 25 
cents, 50 cents, $1, and $5. 

I had a suggestion the other day from one of the promotion peor 
that we could well standardize on the 25-cent stamp because it re 
sents such a large proportion of the total. He felt it would not 
hardship on children to eliminate the 10- cent stamp, and the sales o 
the larger denominations are so small it is hardly profitable to keep 
them in stock. 

Mr. Canrievp. That sounds very sensible to me. 
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RETIREMENTS 






Mr. Kilby, you indicate that during the past year you have had a 















































7 few additional retirements in the Bureau, a number above the average. 
Do you feel that the new and liberalized retirement act is responsible ? 
Mr. Kirsy. We feel that it is, although the additional number of 
le who have been attracted by it has not been as large as most 
¢ |pople thought it would be. But we have derived some reduction in 
orce through that channel and, as I said, we screen those vacancies 
very car’ efully before we attempt to fill them. 
Mr. Canrtetp. Off the record. 
(Discussion off the record. ) 
to AUTHORITY OF CONTROLLER REGARDING IRREGULARITIES 
vt Mr. James. Will you yield for one question on the subject of the 
od (ontroller? Does he not have the job of prosecuting irregularities ¢ 
Mr. Kizpy. I think he reports to the Department of Justice and the 
veg {Department of Justice actually does the prosecuting. I think he may 
re. | ake some punitive action in the case of irregularities. 
at | Mr. Jamus. It seems to me he starts action against people where 
ds jediscovers irregularities. | At . 
ye | Mr. Kinny. I think he might close a bank if he thought it was jeop- 
py |idizing the funds of the depositors, things like that. Even though 
* Iyeare in the same building, our paths do not cross at all. 
vag [HIMBURSEMENT TO FEDERAL, RESERVE BANKS AND PAYMENT OF FEES 
ae TO COMMERCIAL BANKS 
‘ml. | Mr. Passman. Commissioner Kilby, in your general statement, 
0st lhird paragraph, line 4 on page 2, I quote: 
a The latter amount includes: $10,800,000 for reimbursement to the Federal 
Reserve banks for services performed as fiscal agents of the Treasury in the 
sue, service, and retirement of all securities, $10,800,000 for payment of fees 
commercial banks and other financial institutions for redeeming savings bonds. 
Are those two different items? 
i Mr. Kinny. Yes. It is just a coincidence that they are in the same 
~ junount, 
a Mr. Passman. Knowing you as I do, it is a wonder to me you did 
: ut reduce one of the tot: als by at least $5 
Pr Mr. Kinsey. Actually, we did reduce the amount more than that over 
fa he 1957 budget as we presented it to this committee last year. This 
 liure for the services performed, which is stated at $10,800,000 for 
Post 58, was $11,300,000 in the 1957 budget, so it is $500,000 less in the 
OS |arrent year’s estimate. It is only fair to say that the fees have gone 
5. 95 |? by $188,000, from $10,612,000 in the original 1957 budget to 
> 10800,000 in 1958. This net reduction of $312,000 by odd coincidence 
ople mings the two amounts to an identical $10,800,000. e. 
ae Mr. PassMan. Nevertheless, you are dealing with two different 
+s ems here? mle. % gr als 
ail Mr. Kitpy. That is right, two different items which by coincidence 
keep me out in the same amount. 


(Discussion held off the record.) 
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FEDERAL FUNDS ON DEPOSIT WITH COMMERCIAL BANKS 


Mr. James. Mr. Kilby, what about banks w ithout tax and Joap 
accounts? Are they reimbursed in any way for handling the sal. 
of Government bonds? 

Mr. Kuzy. I am not as familiar with the operation of the tax and 
loan accounts as I might be, Mr. James, because that is not handled 
in the Bureau of the Public Debt, but. basically the commercial banks 
which have Treasury tax and loan accounts have the use of the money 
from the time it is received, whether there are taxes coming in or 
proceeds from the sale of sec urities, until such time as the needs of 
the Treasury’s general fund require that it be called down. The 
length of time a given amount of money might be with a particula 
bank, which was a tax and loan depository, would depend on hoy 
the general fund is running and how quickly the Treasury needs tp 
draw that money to use for general purposes. Sometimes thos 
deposits stay in there a few days ‘and sometimes it is a matter of weeks, 
In easy times tax and loan money has remained on deposit for a matter 
of a couple months. 

Mr. James. With respect to the small country banks where they 
do not have tax and loan accounts, you do not know whether they ar 
in any way reimbursed for their services in the sale and distribution! 

Mr. Kitgy. That question didn’t come up in the testimony of the 
Fiscal Assistant Secretary, did it, Mr. James? He would be the 
one ———= 

Mr. James. I don’t think it was brought up because I don’t think 
anything in the statement made by him indicated there was any 
proble m. 

Mr. Kitpy. He is the one best qualified to speak on that particula 
aspect. 

Mr. James. There has been in some quarters a feeling that the 
commercial banks are treated royally in this matter of making money 
on Government money on deposit, but is it not true there might be 
times when the demands of the Government would reduce their daily 
balances to a point where they would not have much Government 
money to lend? 

Mr. Kuzy. That is very true. 

Mr. James. In that case for a period of time, while such a condition 
existed at least, they would be operating in this field at a loss to them: 
selves for that per iod of time? 

Mr. Kitey. They certainly would not be using any of the Govern 
ment’s money to earn money for themselves. 

Mr. James. So in the overall picture it is not a true statement to 
indicate that the banks have a royal bonanza in this matter of the re 
tention of Government money for their own use ? 

Mr. Kitsy. No, sir. I have heard some of the criticisms of profit 
banks get and they are rather caustic and unwarranted. 

Mr. James. Those statements were made and they were made be 
fore people who for a number of reasons might accept suc h statement 
without question. But it is true, it is not all “duck soup.’ 

Mr. Kinsy. That is right. 
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PUNCH CARD BOND 


an} Mr. James. With respect to this new type of bond, I wonder if I 
may see it again ? 


Mr. Kinry. Y es, Sir. 


and} Mr. James. In the first place it is true, is it not, that the construction 
lied | of this type of form would be more costly than the printing of the bond 
nks | pow used ? 

mey}| Mr. Kitey. On the other hand, Mr. James, we would expect to save 
1 or} about $500,000 a year in reduced production costs over the cost of a like 
$ of| quantity of the present bond, which we figure to be in the neighborhood 
The} of 90 million assemblies a year 


Mr. James. I understood your saving of $500,000 would be on 


how] the processing of the transactions in these bonds and has no relation 
is to} tothe cost of the original piece. 


Mr. Kitsy. Actually, Mr. James, the economies in processing a bond 


vk which already is partially prepunched would be over and above the 
utter} initial savings. We expect to save about half a million dollars a year 


in the printing costs. That is taking the cost which the Bureau of 


they} Printing and Engraving charges us at present for producing the paper 
yar} bond and assembling the stubs behind it as against the cost we expect 


we would pay commercially for the type of assembly you have in your 
hand. 

Mr. James. There are several elements to this job. There are five 
elements to be assembled ? 

Mr. Kirsy. That is right. 

Mr. James. They must all be assembled in an accurate register? 

Mr. Kirtsy. That is right. That is a very high speed operation. 

Mr. James. I realize it isa high speed operation and it brings me to 
the next question, and that is the quality of it. This is far below the 
quality of what we are getting strictly from the standpoint of a 
printed job? 

Mr. Kirtsy. That istrue, Mr. James. Our present bond is a rag stock 
bond, 100 percent cotton. I presume this is a wood pulp. This is a 
typical tabulating card content. 

Mr. James. There is a psychological something to the man who 
is buying these things in small quantities that is important to the 
program. When he gets something he can wave around and feel, he 
isalmost waving a flag: it seems to have some psychological effect. 

Mr. Kirtsy. I ama man of the old school, and it hurt my sensibilities 
terrifically in 1946 when we came out with a punchcard m the Armed 
Forces leave bond, which was a gratuity representing unused leave due 
the servicemen of World War IT, The appearance of that was in no 
respect as good or as clear as the savings bond you hold in your 
hand now. 

While I, too, am somewhat offended at the thought of using a bond 
of this sort for widespread distribution, nevertheless. in these days 
of the need to economize, I feel any place where you can save a half 
million dollars you have to consider very seriously whether that. sav- 
ing is not more important than the sensibilities of people who might 
not like the looks of it as well as the paper bond they have been 
accustomed to. 

Mr. Jamrs. Now there is the question of counterfeit. This is a very 
easy thing to counterfeit. 
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Mr. Kirsy. I think we passed the hurdle on counter feiting 3 years 
ago when the Secretary authorized us to go from intaglio process to 
the offset, in printing the $25 E -bond. We ran that for a year and 
had no repercussions, Secret Service had no instances of attempts to 
counterfeit it; so the following year we did the same with the $50 and 
$100 E-bonds, so now 97 percent of our total volume of series E say. 
ings bonds are printed by the offset process. 

The Chief of the Secret Service apparently is quite satisfied that 
this instrument is not going to be the object of counterfeiting. 

Mr.. James. I was one of the first persons to advocate going from 
steel engraving to offset. That is going from one very good process 
to another excellent process. 

Mr. Kirtsy. That is right. 

Mr. JAmes. Here you are going into a leiter press job. 1 know a 
little something about these things. I can give you a counterfeit of 
that in pretty short order, unless you have a secret mark somewhere, 
[ will not make a point of it, because I do not believe there is enough 
in it to work out a counterfeiting program on this particular thing. 

Mr, Kirpy. One thing we rely on strongly is the fact this is a non- 
transferable instrument and the owner has to appear before a paying 
agent and establish his identity before he can get paid. I would feel 
quite differently if this were a type of security which could pass by 
delivery. 

Mr. James. But the ingenuity of the boys that go in for that sort 
of thing is beyond us. 

Mr. Steminski. A gentleman cashed a $20,000 check the other day 
drawn to the wife of an ambassador in this town. He must have had 
to show some credentials. He succeeded, but was caught, I think. 

Mr. James. Another racket has shown up in the last few weeks. I 
cannot give you details offhand because I don’t remember, but the 
lad that was running this operation was in the big money. He be- 
came a little overbold, and finally they grabbed him at the window 
where he was cashing some of his wares. Had they not gotten him at 
that point they. would have had nothing at all on him. 

Another thing, John Henry, when he buys a bond, would like.to 
have something he can fold up and stick in his overall pocket. I 
guess you get bonds back that are in dilapidated condition. What 
would happen in an item of this kind? Cracking it would probably 
destroy the possibility of processing it automatically. Is that right! 

Mr. Kizpy. We had an experience in 1946 with the Armed Forces 
leave bonds, which was an identical piece of paper as far as the fold- 
ing was concerned. Our percentage of mutilation on those bonds 
was about 8 percent. 

On the paper bonds, even though they may be folded and rumpled 
they present no problem to us in processing. These card bonds, in 
direct proportion to the number which would not machine properly, 
would be bonds which we would treat as mutilated and we would have 
to cut a detailed card to replace them in the mechanical operation, so 
it is reasonable to assume you might have 6 or 8 percent of mutilation 
for that reason. That is one of the calculated risks. 

Mr. James. The durability of this is not very high ? 

Mr. Kirey. It certainly is not. 

Mr. James. I suspect the cost of cutting duplicates and that sort 
of thing would be quite high because that would be handled separately. 
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Mr. Kizzsy. You have to weigh that.against the fact we do 100 per- 


‘cent detail card cutting under the present operation ; so to the extent 


we could reduce that we would gain in the overall. 

Mr. PassmMan. You recall that until a few years ago the Post Office 
Department used a very thin money-order blank, but now has changed 
toa puncheard system. 

Mr. Kupy. That is right. 

Mr. Passman. Have you discussed this change with the postal offi- 
cials, as to the results experienced ? 

Mr. Kuipy. I have not had any recent discussions on it, Mr. Pass- 

man, but I believe generally speaking it would save money. 

Mr. Passman. I think the system has been very successful and has 
saved a tremendous amount of money. With respect to bonds, is not 
a bond usually handled only a few times?) A man buys the bond, takes 
it home, and it is put in the trunk or in his deposit box at the bank 
until he is ready to cash it. It is not something he usually carries with 
him in his pocket, as is often the case with a money order. 

Mr. Kitsy. I think Mr. James is thinking about workers in the 
plants, getting it at the time they get their pay and shoving it in 
their overalls. 

Mr. James. That is right. He looks at it, kisses it, and sticks it in 
his overall pocket, and at the end of the day it is full of sweat, creases, 
and so forth. That happens in many cases because men really don’t 
know what has to happen to the bond in process and they don’ t think 
they are deliberately mutilating the bond. They think it is as good 
rumpled up as when it is flat. It is inevitable you will get that con- 
dition. These are distributed in wide quantities and so often in indus- 
trial plants where they have that program. 

Mr. Kirsy. About 90 million bonds a year 

Mr. PassMan. A savings bond must be cashed at a bank. You can- 
not go into a food store or a drugstore and cash a bond as you can a 
Government check. 

Mr. Kirpy. That istrue. There are about 18,000 paying agents. 

Mr. Passman. And they are not transferable? 

Mr. Kirsy. You cannot cash them at a post office, Mr. Passman. 

Mr. Passman. It has to be a banking institution. Therefore, for- 
geries would be extremely low ; would they not? 

Mr. Kirny. Our experience on forgeries has been astoundingly low 
over the 12 years since the paying ‘agent program was inst: alled in 
October of 194-4. 

Mr. PassMan. And the loser would be the bank that cashed the bond 
for lack of identity rather than the Government. Is that true? 

Mr. Kitny. If the Secretary of the Treasury is unable to find that 
the bank was free of fault or negligence in cashing then the liability 
falls on the bank. 

Mr. James. Of course, you mentioned these checks being sent out. 
Since the Government has been sending interest. checks out on G, K, 
and H bonds they have gone to these punch-type checks ¢ 

Mr, Kinpy. Thi at is right. 

Mr. James. But in those cases I think it is very likely that little hap- 
pens by way of damaging the check because they go to people who 
are making frequent deposits and they keep what they have ‘in the 
way of deposits in good order. 
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Many of the boys who get these things shove them in their overal] 
pockets and—— 

Mr. Passman. I had reference to postal money orders and not 
checks. 

Mr. James. Well, they are all being processed this way. 

Mr. Passman. You believe this is a sound proposition? Everythin 
you have studied on this matter leads you to believe this is the ad. 
visable thing to do? 

Mr. Kirtsy. I am torn between my desire to accomplish things that 
will save money and my esthetic sense. 

Mr. James. I am so tortured, too. 

Mr. Sremrnsxkt. Mr, Kilby, do you recall a figure yesterday when 
the savings bonds people were here as to the amount of free advertising 
that Uncle Sam is getting in the promotion of bonds? Was that figure 
350 million? 

Mr. Kirsy. They say annually it amounnts to over $50 million 
worth of donated space and time im printed and broadcast media, 
including radio and television time, newspapers, magazines, billboards 
and transportation, and motion-picture exhibitions. 

Mr. Sreminsxi. And this idea of the puncheard will save us $500, 
O00 a year! 

Mr. Kinpy. Those are the basic savings we expect, from a study of 
the punchcard bond. 

Mr. Steminski. Like you, I am torn, too, between esthetics and cost 
[t would appear that the Department is certainly out for everything 
it can get and save, not only the $50 million free from private enter- 
prise but also a $500,000 savings in the use of bonds on punchcards. 
I should think there would still be some room for the esthetic for an 
appreciations of the difference, as it were, between an oil painting and 
any old reprint you can pick up in a store. 

In testimony a few years ago, I strove in this committee to keep 
the illusion of quality and preciousness of the bond. ‘To keep it en. 
graved and of a size larger than you could put in your pocket, some: 
thing you would hesitate twice in turning in, hesitate because of its 
precious feel and inspiration, like an heirloom which you wouldn't 
sell or hock unless the need was absolute. 

Now, the bond, in offset, is to be reduced to the size of a hand blotter; 
it can easily slip into a wastebasket, be misplaced or held as capri- 
ciously as a dollar bill when you want to cash it. Soon it will probably 
join the ranks of cigar coupons, box-tops, and throw-aways—is this 
worth the $500,000 ? 

You will save, but what you will have in the end appears to be a 
degeneration of the bond, as you have had a degeneration in postal sav- 
ings with its little coupons. 

The United States savings bond now appears slated for the coupon 
circuit. The illusion is going out of it. 

As I say, on this esthetic approach you and I agreed. When I firs 
met you 7 years ago, you and the United States savings bond reflected 
each others high quality. Now, only you remain. Amen. Cash-insof 
bonds exceed their purchase. Other reasons could be behind this, of 
course. 

(Discussion held off the record.) 
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INTEREST ON PUBLIC DEBT 


Mr. Sreminskt. What is the interest on the public debt ? 

Mr. Kirey. For the fiscal year 1957 it is estimated at $7,200 million. 

Mr. Sreminsk1r. Of that, sir, what is the estimated interest that you 
will have paid to bondholders? 

Mr. Kirtsy. By bondholders you mean the series E bondholders we 
have been talking about? 

Mr. Stemrnsk1. Yes, sir. 

Mr. Kirsy. Included in the $7,200 million is an estimated $1,132 
million for accrued interest on the series E bonds. 


E BONDS 


Mr. Stemrnskr. What is an E-bond ? 

Mr. Kuzzy. An E-bond is a savings bond issued under section 22 
of the Second Liberty Bond Act. It is issued in denominations start- 
ing with $25 maturity value. The present limit which any individual 
can buy in one calendar year is $20,000 maturity value. The present 
E bonds have an initial maturity of 9 years and 8 months at the end 
of which interest will have accrued to reach 3 percent compounded 
semiannually. 

There is a 10-year extension privilege beyond that point during 
which another flat 3 percent compounded semiannually will be earned 
if the individual holds it. 


INTEREST ON SAVINGS BONDS 


Mr. Steminskt. Is the interest on an E-bond income taxable? 

Mr. Kirtsy. Yes, sir; fully. 

Mr. Sreminskt. Is it not true that it is rather difficult for people 
of modest means to buy municipal or port authority bonds that are 
income-tax free because of their price, which is beyond their initial 
reach? Generally speaking would that be true? 

Mr. Kinsey. I assume it would be, Mr. Sieminski, but I am not in 
the class who looks at the possibilities in municipals. My concern is 
primarily with Government securities. 

Mr. Sreminski. I rather like Mr. James’ observation. I am for 
allowing the little fellow to build up an estate, if he can, through in- 
eome-tax allowances like we allow the big fellow. Both of them are 
grand fellows, but they don’t fish in the same pond. I would like to 
create a pond for the E bondholder, an income-tax-free pond like the 
big fellow has in municipals and authorities. 

I would like to go on record here, Mr. Commissioner, as saying that 
Llook forward to the day when Uncle Sam will find it possible to give 
his one-billion-some-odd interest-receiving citizens the same sort of 
tax-free privileges he gives those in the interest-exempt-bond brackets. 

What is the interest you pay to the other bondholders ? 

Mr. Kirtsy. Are we still talking about savings bonds? 

Mr. Steminskt. Are all Government savings bonds income-taxable? 
The interest on them income-taxable? 

Mr. Kinpy. Yes, sir. Under the act of February 19, 1941, interest 
income is fully taxable on all Government securities—savings bonds as 
well as other securities. 
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Mr. Sreminskr. Uncle Sam is getting $50 million a year in free sav- 
ings bond advertising; would it not be an added mark of apprecia- 
tion by Uncle Sam to say there will be no income-tax payments paid 
on any of Uncle Sam’s matured savings bonds? If you were to give 
these people an income-tax deduction, or give them an allowance, 
would this not keep money coming into the F ederal Government at ‘ 
rate it needs, or could need? and in that Way give an added dividend 
to the people ? 

Mr. Kitsy. It would be fair to point out this $50 million spent on 
advertising is also income-tax deductible to most of the people who 
spend it. 

Mr. Passman. And is it not also true that the recipients of the tax 
deduction receive a very large subsidy from the Government in the 
matter of special mailing rates for newspapers. and magazines, for 
example? Don’t they get a substantial subsidy through the Post 
Office Department which would offset to a large extent their contribu. 
tions of the free advertising ? 

Mr. Kitsy. You mean subsidy in the way of postal rates / 

Mr. PassmMan. Subsidy for newspapers and magazines to the ex- 
tent they use the mails and pay only about 18 percent of the normal 
postage to distribute their product, where the others pay 78 percent. 
So is not their advertising contribution offset to a large extent by 
the postal subsidy / 

Mr. Kizey. And also the people who contribute this $50 million 
get. a lot of credit through various channels for doing so. 

Mr. Steminskt. | realize you are in a policy stage in the discussion 
of bonds. I again want to reiterate that I hope from Mr. James’ 
observation and that of other members on this committee and my own 
that we can do something for the investing citizen who will invest 
as well his money in Uncle Sam as he has his blood and that of his 
children in battle when called upon to do so: and I hope that Unele 
Sam ean see fit to declare as a tax-free dividend this interest the citi- 
zen gets from his confidence in saving with Uncle Sam. I might well 
allow us to approach the budget and the cost of living with a helpful 
attitude: it could stimulate us to find ways of avoiding the socializa- 
tion of the United States by allowing the people to participate more 
fully in profits from their invested dollars for it — | keep the little 
fellow’s faith in a sound economy and a stable America. 

In conclusion, of the total public debt, how many bilKions are Im- 
volved in United States savings bonds? 

Mr. Kinny. About $41 billion of series E and H bonds, which are 
the bulk of bonds sold to 40 million individuals and which the Sav- 
ings Bond Division discussed at this hearing yesterday, and about 
$15 billion in savings bonds of other series. 

Mr. Stemtnskt. Is it not considered a rather patriotic gesture to in 
vest in savings bonds ? 

Mr. Kirey. It . as certainly a prime patriotic instrument during 
the war. While the patriotic fervor has abated with the passage of 
time there are still many people who feel there is a definite patriotic 
aspect involved in the program. 

Mr. Stemrnskt. I hope we can keep that attitude. 
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LIMITATION ON PURCHASE OF SAVINGS BONDS 


Mr. James. Mr. Kilby, you said a while back that an individual may 
purchase up to $20,000 principal amount in 1 year of the E-bonds. 

Mr. Kirtsy. Yes, sir. 

Mr. James. Perhaps it might serve some purpose to have it on the 
record that more can be purchased in the case of persons holding in 
joint names ¢ 

Mr. Kitsy. Yes, sir. 

Mr. JaAmEs. What would be the limit there? Is it $40,000 1f there 
were a man and wife, for example? 

Mr. Kitsy. The amount purchased in coownership can be appor- 
tioned between the coowners but it is not applied against each of them 
individually, so that a man and his wife could have $20,000 in their 
names jointly ; the man and daughter another $20,000; wife and 
daughter another $20,000, and so on, as long as you can so allocate it 
that no one individual is charged with more than $20,000. 

Mr. James. So if $20,000 were purchased in the names of So and So 
and Mrs. So-and-So, then could not Mr. So-and-So purchase another 
$20,000 on his own account and Mrs. So-and-So purchase another 
$20,000 on her own account ? 

Mr. Kinny. No, sir; because then you would have $60,000 allocated 
to2 people. 

Mr. and Mrs. could have the $20,000, and then Mr. and Miss could 
have another $20,000, and Miss and Mrs. could have another $20,000. 
That is so you could have combinations of not more than $20,000 al- 
located to 1 individual. 

Mr. Gary. In other words, if Mr. and Mrs. had $20,000 in joint 
bonds, each of them would be charged with $10,000. Is that correct ? 

Mr. Kirey. It could be applied that way, Mr. Gary. It doesn’t 
necessarily have to be. There is full flexibility within the $20,000, in 
other words, all or none. 

Suppose Mr. and Mrs. have $20,000. Then Mr. and Miss have an- 
other $20,000, and Miss and Mrs. still another $20,000. You see, you 
have $60,000, but you could allocate it among three different people 
so that vou would work out vour average of $20,000 to each. 

Mr. Gary. If Mr. and Mrs. have $20,000, and that is in their joint 
names, can either of them then have additional bonds in their own 
individual names? 

Mr. Kinsy. Yes, sir. Mr. could have $20,000 in his name and allo- 
cate it to himself: and the $20,000 he had jointly with Mrs. could be 
alloc “ie to Mrs. 

Mr. James. What are the limits with respect to the purchase of H- 
bonds? 

Mr. Krrey. H bonds have a separate limitation exactly identical 
with that of FE bonds. 

Then the series of J and K, which are the 234-percent bonds that 
have been sold since 1952, have a combined limitation of $200,000 in 
any one ownership, but those bonds may be registered in corporate 
names and in trusts and artificial persons generally. 

Mr. James. The G bonds no longer are—— 

Mr. Kitsy. They were discontinued in May of 1952 and were re- 
placed by the series K. The G bonds still outstanding that are being 
redeemed in rather substantial quantities are one of the problems we 
are faced with now. 
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Mr. James. The last are coming close to maturity 

Mr. Kirsy. The last will come due in 1964, but we have a constant 
drain on the Treasury between now and then as these mature. 

Mr. James. Do you find reinvestment to any great extent in the H 
bonds, or can’t you isolate that situation ? 


Mr. Kirsy. I don’t know that we have any figures, Mr. James, | 
believe there is a general feeling that most of the money that is being 
paid out for the redemption of F- and G-bonds is not going back into 


the savings bond program. It is probably being reinvested elsewhere 
at more favorable rates to the owners. 


Mr. James. That is all, Mr. Chairman. 
Mr. Kirgy. Thank you very much, Mr. Chairman. 


FEDERAL RESERVE SYSTEM 


Eprror’s Norre.—The following information on the Federal Reserve 
System was supplied at the request of the committee: 


FEDERAL RESERVE SYSTEM 


Creation and authority.—The Federal Reserve System was established pursv. 
ant to authority contained in the act of December 23, 1913, known as the Federal 
Reserve Act (38 Stat. 251; 12 U. S. C. 221). 

Purpose.—As stated in the preamble, the purposes of the act are “to provide 
for the establishment of Federal Reserve Banks, to furnish an elastic currencr, 
to afford means of rediscounting commercial paper, to establish a more effective 
supervision of banking in the United States, and for other purposes.” 

Organization.—The System comprises the Board of Governors; the Federal 
Open Market Committee; the 12 Federal Reserve banks and their 24 branches 
situated in different sections of the United States; the Federal Advisory Coun- 
cil; and the member banks, which include all national banks in the United States 
and such State banks and trust companies as have voluntarily applied to the 
Board of Governors for membership and have been admitted to the System. 


BOARD OF GOVERNORS 


Broad supervisory powers are vested in the Board of Governors, which has 
its offices in Washington. The Board is composed of seven members appointed 
by the President by and with the advice and consent of the Senate. In selecting 
these seven members the President is required to have due regard to a fair rep- 
resentation of financial, agricultural, industrial, and commercial interests, and 
the geographical divisions of the country. No two members may be from the 
same Federal Reserve district. 

The Board determines general monetary, credit, and operating policies for the 
System as a whole and formulates the rules and regulations necessary to carry 
out the purposes of the Federal Reserve Act. The Board’s principal duties con- 
sist of exerting an influence over credit conditions and supervising the Federal 
Reserve Banks and member banks. 

Power to influence credit conditions.—The Board is given the power, within 
statutory limitations and in order to prevent injurious credit expansion or con- 
traction, to change the requirements concerning reserves to be maintained by 
member banks against deposits. Another important instrument of credit control 
is found in open market operations. The members of the Board of Governors 
are also members of the Federal Open Market Committee, whose work and ot- 
ganization are described below. The Board of Governors reviews and deter- 
mines the discount rates charged by the Federal Reserve Banks on their dis- 
counts and advances. For the purpose of preventing excessive use of credit for 
the purchase or carrying of securities, the Board is authorized to regulate the 
amount of credit that may be initially extended and subsequently manitained 0 
any security (with certain exceptions) registered on a national securities ex 
change. Certain other powers have been conferred upon the Board which are 
likewise designed to enable it to prevent an undue diversion of funds into spect- 
lative operations. 
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Pursuant to the provisions of the Defense Production Act of 1950 (64 Stat. 
798, as amended; 50 U. S. C. App. 2091 et seq.) and Executive Order 10480 of 
August 14, 1953, the Board prescribes regulations under which the Federal Re- 
serve banks act as fiscal agents of certain Government departments and agencies 
jn guaranteeing loans made by banks and other private financing institutions 
to finance contracts for the procurement of materials or services which the guar- 
anteeing agencies consider necessary for the national defense. 

Supervision of Federal Reserve banks.—The Board is authorized to make ex- 
aminations of the Federal Reserve banks, to require statements and reports from 
such banks, to supervise the issue and retirement of Federal Reserve notes, to 
require the establishment or discontinuance of branches of Reserve banks, and to 
exercise supervision over all relationships and transactions of those banks with 
foreign banks or bankers. The Board of Governors reviews and follows the ex- 
amination and supervisory activities of the Federal Reserve banks with a view 
to furthering coordination of policies and practices. 

Supervision of member banks.—The Board has jurisdiction over the admission 
of State banks and trust companies to membership in the Federal Reserve Sys- 
tem, the termination of membership of such banks, and the establishment of 
branches by such banks. It receives copies of condition reports rendered by 
them to the Federal Reserve banks. It has power to examine all member banks 
and the affiliates of member banks and to require condition reports from them. 
It limits by regulation the rate of interest which may be paid by member banks 
on their time and savings deposits. It has authority to remove officers and 
directors of a member bank for continued violations of law or unsafe or unsound 
practices in conducting the business of such bank, and it may, in its discretion, 
suspend member banks from the use of the credit facilities of the Federal Re- 
serve System for making undue use of bank credit for speculative purposes or for 
ay other purpose inconsistent with the maintenance of sound credit conditions. 

The Board approves applications of national banks for authority to act in a 
fiduciary capacity ; it may grant authority to national banks to establish branches 
in foreign countries or dependencies or insular possessions of the United States 
or to invest in the stock of banks or corporations engaged in international or 
foreign banking: and it supervises the organization and activities of corpora- 
tions organized under Federal law to engage in international or foreign banking. 
The Board is authorized in its discretion to issue voting stock of such banks 
at any or all meetings of shareholders. It may issue general regulations per- 
mitting interlocking relationships in certain circumstances between member 
banks and organizations dealing in securities or, under the Clayton Antitrust 
Act (38 Stat. 730; 15 U. S. C. 19, 21), between member banks and other banks. 

Other functions.—The Board operates the interdistrict settlement fund by 
which balances due to and from the various Reserve banks, arising out of their 
own transactions or transactions of their member banks or of the United States 
Government, are settled in Washington through telegraphic transfer of funds 
without physical shipments of currency. 

Ezpenses.—To meet its expenses and pay the salaries of its members and its 
employees, the Board makes semiannual assessments upon the Reserve banks 
in proportion of their capital stock and surplus. 


FEDERAL OPEN MARKET COMMITTEE 


Each member of the Board of Governors is also a member of the Federal Open 
Market Committee, whose membership, in addition, includes five representatives 
of the Reserve banks, each such representative being elected annually by the 
boards of directors of certain specified Reserve banks. 

Open-market operations of the Reserve banks are conducted under regulations 
adopted by the committee with a view to accommodating commerce and business, 
and with regard to their bearing upon the general credit situation of the country. 
No reserve bank may engage or decline to engage in open-market operations 
except in accordance with the direction of, and regulations adopted by, the 
Committee. These open-market operations consist of the purchase and sale in 
the open market of obligations of the United States, certain other securities, and 
bills of exchange and bankers’ acceptances of the kinds and maturities eligible 
for discount by the Reserve banks. 


FEDERAL RESERVE BANKS 


The capital stock of the Reserve banks is owned by the member banks and 
May not be transferred or hypothecated. Every national bank in the United 
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States is required to subscribe to the capital stock of the Reserve bank of its 
district in an amount equal to 6 percent of the subscribing bank’s paid-up capital 
and surplus. State banks or trust companies, upon becoming members of the 
Federal Reserve System, must subscribe for a corresponding amount. When 
a member bank increases or decreases its capital or surplus, it is required to 
alter its holdings of Reserve bank stock in the same proportion. One-half of 
the subscription of each member bank must be fully paid, and the remainder 
is subject to call by the Board of Governors of the Federal Reserve System; no 
call for payment of the remainder has been made. 

Earnings and dividends.—After all necessary expenses of a Federal Reserve 
bank have been paid or provided for, its stockholding member banks are entitled 
to receive an annual dividend of 6 percent on the paid-in capital stock, which 
dividend is cumulative. Approximately 90 percent of the net earnings after 
dividends are being paid to the United States Treasury as interest on outstanding 
Federal Reserve notes. Reserve banks, including the capital stock and surplus 
therein, are exempt from Federal, State, and local taxation, except taxes upon 
real estate. In case of liquidation or dissolution of a Reserve bank, any surplus 
remaining, after payment of all debts, dividends, and the par value of its capital 
stock, becomes the property of the United States Government. 

Directors and officers of Reserve banks.—The board of directors of each Reserve 
bank is composed of 9 members, equally divided into 3 classes, designated class A, 
class B, and class C. Directors of class A are representative of the stockhold- 
ing member banks. Directors of class b must be actively engaged in their 
district in commerce, agriculture, or some other industrial pursuit, and may 
not be officers, directors, or employees of any bank. Class C directors may not 
be oflicers, directors, employees, or stockholders of any bank. The 6 class A 
and class B directors are elected by the stockholding member banks, while the 
3 class C directors are appointed by the Board of Governors. The terms of 
olfice of the directors are so arranged that the term of 1 director of each class 
expires each year. 

One of the class C directors appointed by the Board of Governors is designated 
as chairman of the board of directors of the Reserve bank and as Federal Reserve 
agent, and in the latter capacity he is required to maintain a local office of 
the Board of Governors on the premises of the Reserve bank. Another class C 
director is appointed by the Board of Governors as deputy chairman. 

Each Reserve bank has as its chief executive officer a president appointed 
by the board of directors with the approval of the Board of Governors. There 
are also a first vice president, appointed in the same manner, and other officers 
appointed by the board of directors. 

Member bank reserves.—The Reserve banks receive and hold on deposit the 
reserve balances of member banks. 

Extensions of credit to member banks.—Reserve banks are authorized, among 
other things, to discount for their member banks notes, drafts, bills.of exchange, 
and bankers’ acceptances of short maturities arising out of commercial, indus- 
trial, and agricultural transactions, and short-term paper secured by obligations 
of the United States. The Reserve banks may make advances to their member 
banks upon their promissory notes for periods not exceeding 90 days wpon the 
security of direct obligations of the United States or paper eligible for discount 
or purchase, and of certain other securities for periods not exceeding 15 days. 
They also may make advances to member banks upon security satisfactory to 
the Reserve bank concerned, for periods not exceeding 4 months, at a rate of 
interest at least one-half of 1 percent higher than that applicable to discounts 
and advances of the kinds mentioned above. In certain exceptional circum- 
stances and under certain prescribed conditions, they may make advances to 
groups of member banks. 

Extensions of credit to others—The Reserve banks may grant credit accom- 
modations to furnish working capital for established industrial or commercial 
business for periods not exceeding 5 years, either through the medium of 
financing institutions or, in exceptional circumstances, directly to such busi- 
nesses, and May make commitments with respect to the granting of such accom- 
modations. Subject to regulations of the Board of Governors, Reserve banks 
may make advances to individuals, partnerships, and corporations for periods 
not exceeding 90 days upon their promissory notes secured by direct obligations 

of the United States. In unusual and exigent circumstances, when authority 
has been granted by at least 5 members of the Board of Governors, the Reserve 
banks may also discount for individuals, partnerships, or corporations, under 
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certain prescribed conditions, notes, drafts, and bills of exchange of the kinds 
and maturities made eligible for discount by member banks. 

Currency issue—The Reserve banks issue Federal Reserve notes, which con- 
stitute the bulk of money in circulation. These notes are obligations of the 
United States and are a prior lien upon the assets of the issuing Federal Reserve 
bank. They are issued against a pledge by the Reserve bank with the Federal 
Reserve agent of collateral security consisting of gold certificates, paper dis- 
counted or purchased by the bank, and direct obligations of the United States. 

Reserves required to be held by Federal Reserve banks.—Each Reserve bank is 
required to maintain reserves in gold certificates of not less than 25 percent 
against its deposits and 25 percent against its Federal Reserve notes in actual 
circulation. 

Other powers—The Reserve banks are empowered to act as clearinghouses 
and as collecting agents for their member banks and under certain conditions for 
nonmember banks in the collection of checks and other instruments. They are 
also authorized to act as depositories and fiscal agents of the United States and to 
exercise other banking functions specified in the Federal Reserve Act. They 
perform a number of important functions in connection with the issue and re- 
demption of United States Government securities. 


FEDERAL ADVISORY COUNCIL 


The Federal Advisory Council acts in an advisory capacity, conferring with 
the Board of Governors on general business conditions and making recommenda- 
tions concerning matters within the Board’s jurisdiction. j 

The Council is composed of 12 members, 1 from each Federal Reserve district 
being selected annually by the board of directors of the Reserve bank of the 
district. The Council is required to meet in Washington at least 4 times each 
year, and oftener if called by the Board of Governors. 


Mr. Gary. If there are no further questions we are very much 
obliged to you, Mr. Kilby. 
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OFFICE OF THE TREASURER 
WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 

EDMUND DOOLAN, DEPUTY TREASURER 

WILLIAM T. HOWELL, ASSISTANT DEPUTY TREASURER 
WALTER L. FUNK, ADMINISTRATIVE OFFICER 

ROY S. THOMPSON, ASSISTANT TO DEPUTY TREASURER 


Program and financing 


1956 actual | 1957 estimate 


Program by activities 
Direct obligations: 





1, Check payment and reconciliation 73,598 | $2,046, 800 
2. Processing check claims -..- 1, 304, 500 | 
3. General banking services... 354, 016 355, 800 
4. Retitement of currency -- _- : 588, 288 614, 000 | 
5. Maintenance of Treasurer’s accounts 369, 608 369, 200 
6. Payment and custody of securities _- 282, 101 322, 900 
7. Procurement and transportation of United States 
currency 10, 041, 431 10, 016, 000 
&. Executive direction ; 8S, 160 95, 800 
Total direct obligations 15, 099, 367 15, 125, 000 
Reimbursable obligations 
1. Check payment and reconciliation - - 35, 478 | 34, 900 
2. Processing check claims 44,176 48, 300 
3. General banking services 10, 478 11, 200 
4. Retirement of currency 396, 781 426, 000 
Total reimbursable obligations 486, 913 | 520, 400 
Total obligations aa ‘ { 15, 586, 280 15, 645, 400 
Financing: | 
Advances and reimbursements from 
Non-Federal sources (31 U. 8S. C. 157 and 40 U. 8. C. | 
481 (c))_-- — 407, 386 437, 700 
Other accounts —79, 527 —82, 700 





Unobligated balance no longer available 


75, 63% 


Appropriation 15, 175, 000 15, 125, 000 


Obligations by objects 


1956 actual | 1957 estimate 


Total number of permanent positions ans 1,118 


1, 067 
Full-time equivalent of all other positions pete : 
Average number of all employees ce ; 1, 053 931 
Number of employees at end of year 989 917 
A verage salaries and grades: 
General schedule grades ' 
Average salary $4,172 $4, 271 
Average grade 3 GS-4.2 GS-+4.4 
Personal service obligations 
Permanent positions . $4, 392, 745 $4, 078, 350 
Positions other than permanent 
Regular pay above 52-week base , : E 16, 358 
Payment above basic rat ” 1,117 4, 250 
Total personal service obligations 4, 410, 220 4, 082, 600 


1958 estimate 


a 


$2, 210, 200 
1, 432, 000 
377, 300 
654, 200 
391, 900 
343, 500 


13, 214, 000 
101, 900 


18, 725, 000 


71, 200 
53, 300 
11, 900 
457, 000 


593, 400 


19 318, 400 


469, 400 
— 124, 000 


18, 725, 000 


1958 estimate 


983 
2 
934 
927 


$4, 421 


GS-47 


$4, 135, 400 
8, 000 
15, 900 
9, 300 


4, 168, 600 
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Obligations by objects—Continued 


7 : 
1956 actual 1957 estimate | 1958 estimate 





Direct obligations: 























; ' 
01 Personal services__........ : sencactiteinls $3, 989, 875 $3, 633, 300 $3, 689, 900 
02 Travel __..- 555 eee oon 4, 629 5, 000 6, 500 
o> —Frameportationm Of things. « « «oo. cc nckascckcesccsesune 304, 502 | 262, 300 | 289, 400 
hE See hs} uu dgciebdehisSthddeasl 300, 000 
04 Communication services............ oS sheen 39, 344 43, 500 43, 500 
05 Rents and utility services.__........... Sion Sak 304, 201 728, 600 | 807, 600 
06 Printing and reproduction.............-- a alas 64, 986 75, 100 105, 100 
Purchase of United States currency aemeien 9, 809, 996 9, 810, 000 12, 658, 000 
07 Other contractual services ic 144, 921 53, 300 59, 600 
Services performed by Federal Reserve banks_--- 312, 457 320, 000 | 337, 500 
08 Supplies and materials 4 2 84, 400 | 154, 200 | 145, 100 
09 Equipment 31, 957 | 33, 100 | 47, 100 
11 Grants, subsidies, and contributions: Contribution | } 
to retirement fund _- ae Stunna he — 229, 100 
13 Refunds, awards, and indemnities ae 7, 217 | 6, 600 6, 600 
15 Taxes and assessments --| 882 | 
Total direct obligations ‘ sats 15, 099, 367 } 15, 128,600 | “18, 725, 000 
Reimbursable obligations | | 
01 Personal services : dias ae 420, 345 | 449, 300 | 478, 700 
02 Travel i 42 
03 Transportation of things 7, 258 7, 400 6, 200 
04 Communication services ‘ 4, 002 4, 300 4, 500 
05 Rents and utility services 11, 993 14, 700 26, 100 
06 Printing and reproduction. - 3, 156 3, 600 4, 500 
07 Other contractual services 33, 660 33, 100 35, 400 
08 Supplies and materials . 4, 523 4, 200 | 4, 500 
09 Equipment 1, 629 3, 700 3, 800 
11 Grants, subsidies, and contributions: Contribution 
to retirement fund aa banda 29, 600 
13. Refunds, awards, and indemnities 169 100 100 
15 Taxes and assessments-. 136 


520, 400 






Total reimbursable obligations wwidialigus balances 486, 913 













15, 645, 400 


Total obligations anna wei baud neta tis ieee aes 15, 586, 280 19, 318, 400 


Budget authorizations, expenditures and balances 







1958 estimate 









BUDGET AUTHORIZATIONS AVAI 





ABLE 












Appropriation $15, 175, 000 $15, 125, 000 $18, 725, 000 
Obligated balance brought forward 615, S86 $10, 743 360, 200 
Increase in prior year obligations 20, 215 aids 







Total budget authorizations available 





15, 810, 801 19, 085, 200 


EXPENDITURES AND BALANCES 



















Expenditures 





Out of current authorizations 14, 688, 707 14, 765, 000 18, 200, 000 
Out of prior authorizations ‘ 635, 718 410, 543 360, 000 
Total expenditures 15, 324, 425 15, 175, 543 18, 560, 000 
Unobligated balance no longer available (expiring for obli- 
gation) 75, 633 | sid ss asahitecnl Met taiiacs 
Obligated balance carried forward | 410, 743 360, 200 | 525, 200: 





Total expenditures and balances 15, 810, 801 15, 535, 743 | 19, 085, 200 





Mr. Giary. We will next consider the estimates of the Office of 
the Treasurer of the United States. 

At this point we will insert in the record pages 98, 99, 100, 101, 102 
103, 104, and 105 of the justifications, from which it appears ’ that 
the appropriation for 1957 was $15,125,000, the estimate for 1958 is 
$18,725,000, which is an increase of $3,600,000, 





428 
(The information referred to is as follows:) 


SALARIES AND EXPENSES, OFFICE OF THE TREASURER 


Analysis of appropriation base for fiscal year 1958 


eee ETS | $15, 125, 000 
peppeesental: eppeepriatiom for 1007 ..00................-.~.... 4 





Total appropriation, 1957_..___________ eS: sai “145 4 25, 000 





Reductions : 

Activity No. 1, check payment and reconciliation_____ _ $35, 600 
Additions : 

Activity No. 1, check payment and reconciliation_ 71, 900 


Activity No. 2, processing check claims____________ 84, 400 
Activity No. 3, general banking services. TE a 
Activity No. 4, retirement of currency_ nes 15, 900 
Activity No. 5, maintenance of Treasurer’s ace ounts 22, 700 


Activity No. 6, payment and custody of securities_ 20, GOO 
Activity No. 7, procurement and transportation of 

United States currency_.___.._________- ae 800, 000 
Activity No. 8, executive direction____ : 6, 100 


Siseh ipa ied __ 5438, 100 


alsin ‘cians +507, 500 


Toeteicc..... ed 


Adjustment in base (net) —- oe 
Appropriation base for 1958 ; = 15, 632, 5 500 
Increase over appropriation base for 1958_ “ ‘ ss Sah itae 3, 092, 500 


sips a 18, 725, 000 


sence ebb Sadie 3, 600, 000 


Does not include anticipated supplemental for 1957 to cover cost of registry fees (Public 
Law 705). 


Appropriation estimate for 1958 


Increase or decrease from total appropriation, 1957__- 


Comparison of appropriation base with appropriaiion estimate for 1958 


| 





Appropriation base Appropriation esti- Increase (+-) or 
for 1958 mate for 1958 decrease (—) 
Activity 
Average Amount Average Amount Average Amount 
positions positions positions 
1. Check payment and reconcilia- 
tion 241 | $2, 083, 100 241 | $2, 210, 200 $127, 100 
2. Processing check claims 279 1, 388, 900 286 1, 432, 000 7 43, 100 
3. General banking services 72 377, 300 72 377, 300 
4. Retirement of currency 59 629, 900 59 654, 200 24, 300 
5. Maintenance of Treasurer’s ac- 
counts 73 391, 900 73 391, 900 
6. Payment and custody of securi- 
ties 69 343, 500 69 343, 500 
7. Procurement and transportation 
of United States currency 10, 316, 000 13, 214, 000 2, 898, 000 
&. Executive direction 12 101, 900 12 101, 900 
Total 805 | 15, 632, 500 812 | 18,725,000 7 3, 092, 500 
Adjustment in base (net +10 — 507, 500 —10 +507, 500 


Total, appropriation 1957, and 
appropriation estimate for 


1958__ 815 15, 125, 000 $12 18, 725, 000 —3 3, 600, 000 


GENERAL STATEMEN' 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization whose responsibility is to facilitate the immense 
volume of financial transactions involved in the day-to-day business life of the 
Nation. The volume of services required of the Treasurer's Office cannot be 
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administratively controlled by the Treasurer; however, the operations must be 
performed if the Government itself is to fulfill the duties and responsibilities 
essential to the smooth operations of the Nation’s economy. 

Approximately 70 percent of the funds requested under this title represent 
requirements for the purchase and transportation of United States currency 
to meet the financial needs of the Nation, 12 percent is to pay and reconcile checks 
drawn by the numerous Government disbursing officers on the Treasurer of the 
United States and 8 percent is to process claims for the proceeds of Government 
checks. The remaining 10 percent represents requirements to provide general 
panking services to both Government entities and the public in Washington, 
maintain the Treasurer’s accounts and service the public debt. The estimate of 
services required of our operating activities continues to show a general up- 
ward trend. The major workload factor which controls operating requirements 
of this office is the volume of checks issued. The check issue figures for 1957 
and 1958 currently reflect an increase of 6 and 13 percent, respectively, over 
the 1956 figure. 


ADOPTION OF ELECTRONIC PROCEDURE FOR PAYMENT AND RECONCILIATION OF CHECKS 


A short time after the preparation and submission of the formal 1957 budget 
estimates to the Bureau of the Budget, approval was obtained for the establish- 
ment in the Office of the Treasurer of an integrated electronic system which 
would -aecomplish both the payment and reconciliation of all checks drawn on 
the Treasurer. The adoption of the new procedure represents one of the most 
far-reaching advances in operating efficiency vet attempted in connection: with 
the day-to-day fiscal operations of the Government. It is planned to install the 
new system in two phases. The first phase applies to all accounts for which the 
checks, both in paper and card form, are payable by the Treasurer of the United 
States in Washington. The second phase will embrace all accounts for checks 
drawn on the Treasurer payable through designated Federal Reserve banks. 
Some of the more important actions necessary to the installation and adoption 
of the new procedure are as follows: 

1. Extensive alterations in the building selected to have electronic equipment 
and subsequent relocation of operating units. 

2. Training of personnel to operate the electronic data processing equipment. 

3. Programing of the desired procedures. 

4. Conversion from the use of paper checks to punched card checks on all 
accounts. 

5. Revision of existing regulations and instructions as well as preparation of 
new directives to cover the new procedure. 

6. Planning and arranging for the installation of the various phases of the 
new program which directly affects the Federal Reserve banks and the General 
Accounting Office. 

7. Planning and arranging for the receipt and handling of the immense volume 
of checks to be received daily as well as the filing and control thereof after 
processing through the electronic operation. 

8. An all-out effort to place the personnel whose services would no longer be 
required under the new program. 


PREPARATORY ACTION TAKEN DURING FISCAL YEAR 1956 


From savings and reduced spending effected during the fiscal year 1956, it was 
possible to accomplish the following preparatory to the installation of the new 
operation : 

1. Relocated all operations previously located on the first floor of the Liberty 
Loan Amex. This involved the dismantling and reassembling of steel file shelv- 
ing occupying approximately 3,000 square feet of floor space, and the moving 
of the large photostat installation used in connection with our check-claims op- 
eration. There was also brought together on the first and second floors of this 
building the entire check-payment operation. The cafeteria. was moved from the 
first to the fifth floor. 

2. Contracted for and accomplished the complete renovation of that aren of 
the first floor of the Liberty Loan Annex selected for housing the electronic data 
processing equipment. 

4. Effected the installation of the machines needed to process the first phase 
of the operation. 
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4. Procured the equipment necessary to move and process the checks converte 
under phase one of the operation and installed a large quantity of metal shelving 
for their temporary housing. 

5. Procured a sufficient stock of magnetic tape to supply operational needs 
through the first quarter of fiscal year 1957. 

6. Worked out arrangements with General Services Administration whereby 
they will completely service the checks after they have been processed, i, ¢, 
they will pick the checks up at the Liberty Loan Building, file them in protected 
storage, research and deliver all filed checks required in connection with claims 
and inquiry cases. 

7. Conducted some preliminary studies with a view to determining the neces. 
sary reporting requirements which will afford the information essential to 
establishment and maintenance of an adequate cost-ascertainment system. 

8. Selected and trained personnel for the programing and operation of the 
electronic data-processing equipment. 

9. Conducted an intensive employee-placement program to assist employees 
whose services would no longer be needed under the new program. This ip. 
cluded the voluntary training of typists after office hours. 

10. Accomplished the conversion of the majority of the accounts from the 
use of paper to card check. 

11. Rewrote the previous regulations or prepared new ones where necessary 
and promulgated the same to all Federal Reserve banks and disbursing officers, 


CHECK PAYMENT AND RECONCILIATION PROGRAM FOR FISCAL YEAR 1957 


Action necessary to effect the installation of the new program in its entirety 
in fiscal year 1957 will involve a month-to-month change in operations as well 
as personnel and other requirements. First, it will be necessary to process the 
work backlog carried over from fiscal year 1956 as a result of the personnel 
policy followed whereby approximately 90 of the employees to be released were 
placed at the time positions were procurable elsewhere rather than upon con- 
pletion of the work. 

It was contemplated that the first phase of the new operation would be 
completed during the first half of the fiscal year and that all checks previously 
paid in Washington, either in paper or puncheard form, would be processed on 
the electronic equipment. However, delays in the conversion of approximately 
200 accounts using paper checks will not preclude completion of the first phase 
until March 1, 1957. Under the second phase of the program the checks paid by 
the Federal Reserve banks will be gradually converted to electronic processes, 
This phase of the program was initiated in November 1956, and is expected to be 
completed by June 30, 1957. Under this phase, every effort will be made to 
arrange for the payment in Washington of the more than 300 million card checks 
now being paid annually by the Federal Reserve banks, and the reconciliation 
of all disbursing accounts, a function now being performed by the General 
Accounting Office. 

Those employees retained during 1957 to process the backlog, who do uot 
resign or retire, will be assisted in every way possible to obtain reassignment by 
transfer to other divisions, bureaus, or agencies. 

Acquisition and training of employees for the new reconciliation function as 
well as the expanding electronic operation will probably be a continuing action 
over the greater part of this fiscal year. 


PROGRAM FOR FISCAL 1958 


As the financial planning for this activity must be based on entirely different 
operations in 1956 and 1957 so must the 1958 plans be developed on the basis of 
an entirely new operation. Requirements for fiscal year 1958 have been pre 
pared on the basis of all accounts being converted to the new electronic system 
by June 30, 1957. This will mean that the payment and reconciliation function 
on some checks will have to be handled under the old procedure in the early 
part of fiscal year 1958. 

As the operations change over the fiscal years 1956-58 so also will the type 
of personnel required to perform those operations change. In lieu of cheek ex- 
aminers, sorters, reviewers, and stating clerks necessary over the past year, 
employment needs will gradually change to reconciliation clerks and electronic 
data processing machine operators calling for advanced grades and salaries. 

A few of the items of expenses other than salaries which will be incurred 
under the new program will comprise equipment rentals, printing requirements, 
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particularly for the electronic machines, magnetic tape, shipping boxes and 
cartons for Federal Reserve banks and branches, and additional equipment re- 
quirements as the volume increases. 

It is planned to identify and develop meaningful cost areas on this. operation 
during 1957 sufficient to enable the preparation of future estimates on such 
a basis. 

PROCESSING CHECK CLAIMS 


Requirements for this activity will show a net increase in requirements in 
poth 1957 and 1958 due primarily to (1) increased workload, particularly social 
security payments, (2) the transfer of certain operations from the check payment 
aetivity and the General Accounting Office incident to installation of eleetronic 
procedures for the joint payment and reconciliation function, and (3) reduced 
mit costs for processing “authorities” cases resulting from increase in less 
difficult type of cases (previously handled by Federal Reserve banks) and reor- 
ganization of work flow. 

The check volume figures used in this estimate as the basis for the claims 
workload to be financed from this appropriation for the fiscal years 1956, 1957, 
and 1958 are 335 million, 356 million, and 377 million, respectively. 

As a result of the installation of the electronic processes for check payment, 
the bookkeeping operations covering funds obtained on erroneously paid checks 
have been transferred to this activity. 

The assumption of the reconciliation function by the Check Payment Di- 
vision will result in all card checks previously paid by the Federal Reserve 
banks and delivered to the General Accounting Office in Washington being de- 
livered to the Treasurer. Thus all inquiries heretofore addressed to the General 
Aceounting Office concerning these checks will now be handled by the check 
daims activity. This will also increase photostatic requirements by an esti- 
nated 60,000 copies annually. 


PROCUREMENT AND TRANSPORTATION OF UNITED STATES PAPER CURRENCY 


Inadequacy of available funds to procure sufficient paper currency in both 
fiscal years 1956 and 1957 to meet issue demands will necessitate reducing re- 
serves in Washington to the established minimum of 50 million pieces and also 
reducing reserves held outside Washington by 42 million and 240 million pieces, 
respectively. This estimate contemplates the purchase from the Bureau of 
Engraving and Printing of a total of 1,351 million pieces of currency in 1958 
which should permit a slight restoration of the reserves to be held in Washington. 

Public Law 705, approved July 14, 1956, provides for the reimbursement to 
the Post Office Department for registry fees and surcharges for shipments of 
currency, securities or other valuables from Washington. Regulations issued 
by the Office of the Assistant Postmaster General, Bureau of Finance, under 
date of August 3, 1956, states “The minimum registry fee is 40 cents for value 
up to $5; 55 cents for value up to $25. Fees and surcharges for higher value 
nailings may be based on agreements with the Post Office Department as to 
appropriate fees and surcharges involved.” In accordance with the above, the 
Post Office Department has informed this office that the amount of $300,000 
would represent our fair share of reimbursement due them for each of the 
fiscal years 1957 and 1958 based on the volume and value of currency shipments 
made during fiscal year 1956. This figure apparently represents an amount 
based on overall costs that will be incurred by the Post Office Department for 
handling Government mailing and the volume and dollar value of paper cur- 
rency estimated as requiring special handling as registered mail by the Bureau 
for the specified years. A supplemental estimate for the current fiscal year will 
be presented later. The $300,000 required for the fiscal year 1958 is included 
in this estimate as well as the amount of $250,000 to cover the cost of transpor- 
tation by parcel post of the currency required for circulation purposes. 


REQUIREMENTS TO MEET RETIREMENT FUND DEPOSITS (PUBLIC LAW 854, JULY 31, 1956) 


On the basis of salary payments scheduled for 1958 in the within presenta- 
tion, the Government's share of retirement fund deposits at 61% percent of 
the total salaries paid on and after July 14, 1957, will aggregate $229,100. 
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GENERAL 


Aside from the additional requirements to cover the above retirement cosy 
and salaries for the 1 additional workday in 1958, requirements for ty 
remaining operations of ‘the Treasurer's office will be the same as those for 197, 
except for the activity “Retirement of currency,” the increases for this activity 
are specifically explained in the justification for such activity. G 


EXPLANATION OF LANGUAGE CHANGES 
No change in language under this title is proposed at this time. 


Analysis of appropriation base 


a 
Appropriation alloca- Net change in 
tion for 1957 |Adjustments in base| base, increase (+) 
or decrease (—) 
Activity . Se 
| Average Amount Reduc- | Additions Average Amount 
positions tions | positions 
mi! so | $n 
. Check payment and reconciliation 251 | $2,046, 800 $35,600 | $71,900 —10 +-$36, 300 
2. Processing check claims 279 1, 304, 500 | 84,400 | +84, 40) 
3. General banking services 72 355, 800 21, 500 +21, 
4. Retirement of currency 4 59 614, 000 15, 900 +1500 
5. Maintenance of Treasurer’s ac- | 
counts 73 | 369, 200 22, 700 +22, 70 
6. Payment and custody of securities 69 322, 900 | | 20,600 | +20, 60 
7. Procurement and transportation | 
of United States currency 10, 016, 000 300, 000 +300, 00 
8. Executive direction 12 95, 800 6, 100 +6, 10 
Total - 815 | 15,125,000 | 35,600 | 543, 100 —10 +507, 0 


Net change in base 


1. Check payment and reconciliation : 
Reductions : 
Nonrecurring requirements for transportation of paid card 
checks from Federal Reserve banks to the General Account- 
ing Office in' Washington.) te ee $22, 900 
Reduction in requirements to purchase magnetic tape for elec- 
veg dB, A A OR A ht Pk le UE eed Oe SA Se —12, 700 
Additions : 
Addition due to 1 additional work day in 1958______________ +4, 10 
Government contribution to civil-service-retirement cost pay- 
ment to civil service retirement and disability fund, effec- 
tive July 14, 1957, pursuant to Public Law 854 approved 





Guy Gh; Toeee 2S Pees 2B east 2 
Net change in base, activity No. 1____- coh D Cent bteh ok es +36, 30 
7. Procurement and transportation of United States currency: 
Additions : 
Additional requirements to cover cost of registry fees ( Public 
Dave: "FOG )ualeciee ui ee beeve gel vol oon J) il Oe 
Net change in base, activity No. 7-_-__._._____- _._._.. +8300, 000 


The additions in all other activities are confined specifically to increased re 
quirements due to one additional work day in 1958 and contributions to civil 
service-retirement costs as described in the first activity above. The specific 


qmount: 
are as fi 


os, 


ictivity 
ictivity 
ictivity 
jetivity 
jctivity - 
etivity | 


Total red 
Total adc 


Tol 


Mr. 
Baker 
We 
Priest 


Mr: 
mittee 
Ta 


appre 


It) 
of ou 
$18,7; 
priat 
ment: 
for ¢ 
Publ 
of th 
reim| 
Unit 
will } 
to m 
torie 
in th 
pala 
recol 
Trea 
prov 
mn \ 
certs 
to G 
cont 
adm 


0 
perf 
bilit 


433 


qnounts contained in the estimate for each purpose in the remaining activities 
gre as follows: 


| 
Requirements for— 
a OPEL SEPT i Net change 
| tas) nee in base, in- 
1 extra day’s | Civil-serviee! crease (+) or 
pay retirement | decrease (—) 
fund | 


$4, § $79, 500 | +$84, 400 
Li 20, 200 | +21, 500 
x 15, 000 | +38 900 

‘ 21, 400 | 


ictivity No. : 
i¢tivity Ne. 
ctivity No. 
jetivity No. 
icivity No. 
jetivity No. 


OD oe wr 


| 





Total reductions 
Total additions 


| 
Total net change in base | 
t 


Mr. Gary. We are pleased to have with us this morning Mrs. Ivy 
Baker Priest, the Treasurer of the United States. 
We shall be very glad to hear from you at the present time, Mrs. 


Priest. 
GENERAL STATEMENT 


Mrs. Priest. Thank you, Mr. Chairman and members of the com- 
mittee. 

Iam indeed glad to have this opportunity to discuss “7 you the 
appropriation requirements of my office for the fiscal yea > 1958. 


BUDGET PROGRAM 


It will be observed from our formal submission that the estimate 
of our annual operating requirements for the fiscal year 1958 totals 
$18,725,000, an increase ‘of $3.6 million over the corresponding appro- 
priation for 1957. Of this amount, $300,000 represents new require- 
ments for postal surcharges on shipments of currency and $229,100 
fr contribution to the civil-service retirement fund ‘as required by 
Public Laws 705 and 854, 84th Congress. Approximately 93 percent 
of the balance, or $2,8 48,000, represents requirements necessary to 
rimburse the Bureau of E ngraving and Printing for the purchase of 
United States paper currency. The funds requested for this purpose 
vill provide only the volume of 1,350 million notes, which are necessary 
to meet issue requirements and permit a slight restoration of inven- 
tories materially depleted during both 1956 and 1957 as shown in detail 
in the comparative statements appearing in the justifications. The 
balance of the funds requested represents requirements to pay and 
reoncile checks drawn by Government disbursing officers on the 
Treasurer: process claims for the proceeds of Government checks: 
provide general banking services to Government entities and the public 
in Washington; maintain the Treasurer’s accounts; and perform 
ertain issue, exchange, custody, and payment functions pertaining 
to Government securities. The volume of these transactions, which 
continues to show a general upward trend, is entirely out of the 
administrative control of the Treasurer. 

Ours is essentially a service organization whose operations must be 
performed if the Government itself is to fulfill the duties and responsi- 
bilities essential to the smooth operations of the Nation’s economy. 
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GHECK PAYMENT AND RECONCILIATION 


The major workload factor which controls operating requirements 
of this Office is the volume of Government checks cashed. The check 
issue volume currently indicated for 1957 and 1958 reflects an increag 
of 6 percent and 13 percent, respectively, over the 1956 figure. 

Both the Secretary and I have previously informed your committe 
that definite action was being taken to accomplish both the payment 
and reconciliation of all checks drawn on the Treasury by use of high- 
speed electronic data-processing machines thereby accomplishing sub. 
stantial direct savings to the Government. Adoption of the new pro- 
cedure represents one of the most far-reaching advances in operations 
yet attempted in connection with the day-to-day fiscal operations of 
the Government. This new system is being installed in two phases, 
The first phase applies to all accounts for which the checks, both paper 
and card form, are presently payable by the Treasurer of the United 
States in Washington; the second phase will embrace all accounts for 
checks — drawn on the Treasurer payable through designated 
Federal Reserve banks. Actual dates of installation and operation of 
the new procedure will be very near the original estimate. The pro- 
gram was initiated August 1, 1956, and June 30, 1957, has been estab- 
lished as the target for its completion. All checks issued after June 
30, 1957, will be card form and will be paid and reconciled by the 
Office of the Treasurer in Washington through the operation of high- 
speed electronic equipment. I would like to outline some of the mor 
important actions involved in the installation and adoption of this 
program. 


PREPARATORY ACTION TAKEN DURING FISCAL YEAR 1956 


From savings and reduced spending during fiscal year 1956, which 
resulted from the personnel policy described hereafter, it was possible 
to relocate all operations previously located on the first floor of the 
Liberty Loan Building and bring together on the first and second 
floors of this building the entire check payment and _ reconeiliation 
operation; to contract for and complete the renovation of that area 
of the first floor of the Liberty Loan Building selected for housing the 
electronic data processing equipment; to effect the installation of the 
machines needed to process the first phase of the operation; to procure 
the equipment necessary to process the checks converted under phase 
one of the operation and install a large quantity of metal shelving for 
their temporary housing and procure a sufficient stock of magnetic 
tape to supply operational needs through the first quarter of fiscal year 
1957. Arrangements were made with the General Services Adminis- 
tration to store and service the checks after they have been processed 
and to search the files upon request with no additional cost to this 
office. Preliminary studies were conducted with a view to determin- 
ing the necessary reporting requirements which will produce the in- 
formation essential to establishment and maintenance of an adequate 
cost ascertainment system. Our personnel office was successful in se 
lecting and training personnel for the programing and operation of 
the electronic data processing equipment and also conducted an inten- 
sive employee placement program to assist employees whose services 
would no longer be needed under the new program to find immediate 
employment, which included the voluntary training of typists after 
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gfice hours. As a result of this effort, we have so far been able to avoid 
yreduction in force. Where necessary, regulations were rewritten or 
jew ones Were prepared and promulgated to all Federal Reserve banks 
and disbursing officers. Of course, all accounts had to be converted 
from the use of paper checks to checks in card form. 


CHECK PAYMENT AND RECONCILIATION PROGRAM FOR FISCAL 
YEAR 1957 


Action necessary to effect the installation of the new prograra in 
is entirety in fiscal year 1957 will involve a month-to-month arf * 
in operations as w ell as personnel and other requirements. First, 3 
vill be necessary to process the work backlog carried over from riseal 
yar 1956 which resulted from the personnel policy mentioned above 
thereby approximately 90 of the employees to be released ultimately 
yere placed at the time positions were found elsewhere rather than 
ipon completion of the work. 

It was contemplated that the first phase of the new operation 
vould be completed during the first half of the fiscal year and that 
il checks previously paid in Washington, either in paper or punch- 
ard form, would be processed on the electronic equipment. How- 
wer, delavs in the conversion of approximately 200 accounts using 
aper checks will now preclude completion of the first phase until 
arch 2 1957. To partially offset this delay, however, we are initi- 
iting the second phase of the program a bit earlier than contem- 
jlated. Under the second phase, the 300 million card checks now 
ing paid by the Federal Reserve banks will be paid in Washington. 
The reconciliation of all disbursing accounts, a function previously 
yrformed by the General Accounting Office, will also be performed 
inthis operation. 

Those employees retained during 1957 to process the backlog, who 
do not resign or retire, will be assisted in every way possible in ob- 
nining reassignment by transfer to other divisions, bureaus or 
agencies. 

Acquiring and training of employees for the new reconciliation 
finetion as well as for the expending electronic operation will prob- 
ibly be a continuing operation over the greater part of this fiscal year. 

It is also planned to identify and develop meaningful cost areas on 
his operation during 1957 sufficient to enable the preparation of 
fiture estimates on such a basis. 


PROGRAM FOR FISCAL YEAR 1958 


As the financial planning for this activity must be based on entirely 
liferent. operations in 19! 56 and 1957 so must the 1958 plans be de- 
eloped on the basis of an entirely new operation. Requirements for 
iscal year 1958 have been prepared on the basis of all accounts being 
mverted to the new electronic system by June 30, 1957. This will 
mean that some checks will have to be handled under the old manual 
nethods in the early part of fiscal year 1958. 

As the operations change during fiscal years 1956-58 the type of 
lersonnel required to per form those operations will also change. In 
len of the many check examiners, sorters, reviewers and stating 
‘lerks in lower grades who have been used over the past year, em- 
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ployment needs will gradually change to fewer clerks in higher grades 
and salaries engaged in the electronic data processing and reconeilig. 
tion. 

A few of the items of expense other than salaries which will be ip. 
curred under the new program will comprise equipment rentals, mag. 
netic tape, shipping boxes and cartons for Federal Reserve banks, and 
additional equipment requirements as the volume increases. 


PROCESSING CHECK CLAIMS 


Requirements for processing check claims will show a net increas 
in requirements in both 1957 and 1958 due primarily to increased 
workload, particularly social-security payments; the transfer of cer. 
tain operations from the check payment activity and the General 
Accounting Office incident to installation of electronic procedures for 
the joint payment and reconciliation function. 

The assumption of the reconciliation function by the Treasurer’ 
Office will result in the retention by the General Services Administra. 
tion for the Treasurer of all paid checks which previously were de. 
livered to the General Accounting Office. Thus all inquiries hereto. 
fore addressed to the General Accounting Office concerning endors. 
ments, paid dates, and similar information on these checks will now 
be handled by the check claims activity. This will also increase photo. 
static requirements by an estimated 60,000 copies annually. 


SUMMARY 


As indicated herein the volume of services required of the Tre: ee 
Office continues to show a constant upward trend, however, the p 
sonnel has been reduced over the past 12-month period from 1,087 ti 
936 or 14 percent. I can assure you that my office will continue, as in 
the past, to make every effort to develop more economical and efficient 
operations and improve services to Government entities, financial in- 
stitutions and the public. 

Thank you for the opportunity of appearing rie you to present 
our appropriation requirements for the fiscal year 1958. The men- 
bers of my staff and I shall be glad to answer any questions which you 
might have about the budget estimates or our operations. Now that 
the electronic equipment is in operation I would also like to extend an 


invitation to you to come individually or as a group to see how it works, 


Mr. Gary. Thank you, Mrs. Pr iest. 
We will recess until 1:30 this afternoon. 


AFTERNOON SESSION 


Mr. Gary. The committee will come to order. 
STATUS OF UNITED STATES PAPER CURRENCY 


Madam Treasurer, We will begin by asking you the usual question. 
How is your currency today ? 
Mrs. Priest. The currenc y is just fine, Mr. Gary, and T still enjoy 


collecting my own autograph or trying to, and I imagine you gentle 
men do also. 
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Mr. Gary. Very much so, although we find it somewhat difficult. 
What is the present. condition of ‘the currency? I notice you are 
yking for a large appropriation for new currency. Why is that! 






























ins | Mrs. Priesr. You see, Mr. Chairman, we have been dipping into 
ag: | the reserves the past couple years and we have reached the point now 
ind | that we have to have new currency. I think Mr. Doolan could give 
yo. a down-to-earth discussion of that. 
‘Mr. Doo.tan. I will be glad to. In 1955 we had 846 million pieces 
preserve. At that time we were attempting to stockpile some extra 
aurrency over and above our normal needs in case of an emergency, 
a Po that if the Bureau of Engraving and Printing were put out of 
sed | ommission we would have a supply with which to operate. In 1956 
et Tye did not get sufficient funds to purchase for current needs, and the 
Tal } ame thing happened in 1957. We have already dropped from. 846 
for million pieces in 1955 to 661 June 30, 1956, and it 1s estimated our 
_ |rserve July 1, 1957, will be 422 million. We think 422 million is 
S$ | shout normal, and this year we are asking for funds to prevent it 
1 | from falling to a dangerously low level. The stockpile has been 
de- lissipated in the past 2 years because we have not been able to procure 
eto | nough currency to fill current needs. 
rm | Mr. Gary. You think you have a normal reserve right now / 
nov | Mr. Dootan. Yes, I would say 422 million pieces is about a normal 
ot0- | upply, and we are asking for enough to hold the line at about that 
pint. The last 2 years we have not had enough for our current needs. 
Mr. Gary. Off the record. 
(Discussion off the record.) 
be REDEEMING MUTILATED CURRENCY 
per- 
(to] Mr. Gary. Mrs. Priest. To what extent is mutilated money re- 
SM | deemable / 
tent | Mrs. Priest. We have a standard rule which is that two-fifths of 
| in- | abill up to three-fifths will be redeemed at 50 percent of the face value. 
Three-fifths and over will be redeemed at 100 percent, full value. 
sent | There is an exception to that. Mr. Doolan, will you give the ex- 
em- }eption to that? 
you} Mr. Dootan. The exception would be if we can be satisfied, even if 
that | itis less than two-fifths that. the other portion has been irretrievably 
dan | destroyed, on good affidavit we redeem all of it. -A good example 
rks, | vould be where a house is burned down, and they can just save a small 
portion of a note, on good affidavit we will redeem it at full value. 
Mr. Gary. Off the record. 
(Discussion off the record.) 
AUTOGRAPHING PAPER CURRENCY 
Mr. Can¥FreLp. Mrs, Priest, frequently I know both you and Secre- 
tary Humphrey are called upon to autograph paper currency bearing 
en both your names. That, I take it, is not a violation of the law as to 
lefacing currency ? 
njoy Mrs. Prrast. No, not-in our case it is not, because we are not putting 
ite mything on that is not already there. We are countersigning our 


Wn signatures. I suppose you could say technically we are the only 
two people who can legally sign currency. 
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We could not personalize it by writing “To someone” or making jt 
personal in any way. I think that might be interpreted as defacing 
it, but our signatures are already on it. 

"Mr. Gary. In other words, if you put anything on it other thay 
your name it might be considered defacing it? 

Mr. Priest. That is right. 

Mr. Steminskti. The serial numbers are not controlling in redeem. 
ing paper? 

Mr. Funk. Only to the extent that if we pay one-half on a note we 
register the number of that note so that if the other half comes in we 
pick it up. 

Mr. Stemrnsk1. Off the record. 

(Discussion off the record.) 

Mr. Sremrnskr. Thank you. 


PROCUREMENT OF CURRENCY ON UNIFORM BASIS 


Mr. Gary. Could a program of currency procurement be developed 
which would tend to stabilize employment in the Bureau of Engraving 
and Printing? What I have reference to is this: One year you come 
in and want a large quantity of currency and the Bureau has to have 
additional employees to print that quantity. Then the next year 
probably your demands are down and you do not have to print as 
much, the Bureau has to let off a lot of its employees. It is highly 
desirable, of course, so far as the Bureau of Engraving and Printing 
is concerned, to keep that employment stable; and if you could procure 
your currency on a more uniform basis, then it would keep the em- 
ployment in the Bureau of Engraving and Printing more stable. The 
question is whether a program of that kind can be worked out ? 

Mrs. Priest. I see the point. But, of course, we are governed by 
the demand for currency, and so forth, and in the past we have tried 
to keep a reserve stock, but, as Mr. Doolan said, we have been dipping 
into it, so this year our demand is higher for currency. I do not know 
how that could be worked out because of the uncertainty of circulat- 
ing money. 

Do you have a suggestion on that, Mr. Doolan ? 

Mr. Dootan. [t has been our custom, except in 1952 when we were 
endeavoring to build an emergency reserve, to each year ask for our 
best estimate of the current need. From vear to year that does not 
change very much. So if our demand remains fairly level it will 
change very little. 

Mr. Gary. It could be handled to some extent by stockpiling, keep- 
ing your stockpile or your reserve supply so that if you did have an 
unusual request you could dip into the reserves. 

Mr. Dootan. Yes; rather than order more currency. 


POSITIONS ELIMINATED THROUGH ELECTRONIC CHECK RECONCILIATION 
PROCESS 


Mr. Gary. How many positions have been eliminated and how many 
added because of the electronic check reconciliation process? 

Mrs. Priest. I think Mr. Funk can break that down. 

Mr. Gary. Will you give us a tabulation by grades, and insert it 
in the record at this point. 
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(The information requested is as follows :) 


Comparison of personnel, Check Payment Division, Oct. 31, 1955, and Check Payment 
and Reconciliation Division, Jan. 31, 1987 


eee epee 


| 
| te Increase Increase 
Grades Oct. 31, | Jan. 31, | (+) or | Grades Oct. 31, | Jan. 31, +) or 
1955 | 1957 decre ase 1055 1957 decrease 

} } =) -) 
as sili i 
i... 1 | +1 6 14 10 4 
i... 1 2 | +1 5 46 BY +5 
is. } 2 1 | —1] 4 43 35 -& 
= 3 +3 3 110 65 —45 
on 2 2 2 1334 51 —2 
9... 6 6 1, 25 14 —l1 
ie 5 3 —?2 
7 14 +7 otal 304 258 19 


ESTIMATES AND OBLIGATIONS FOR PROCUREMENT OF CURRENCY 


Mr. Gary. Will you also please prepare for the record the tabula- 
tion of amounts originally estimated, revised estimates, and the actual 
obligations for the procurement of currency since 19524 

(The information requested is as follows :) 


Requirements for purchase of United States currency 


Fiscal year President's Revised Actual obli- 
budget budget gations 
sisade os $15, 834, 134 $15, 834, 134 $15, 834, 130 
1963....- 15, 369, 000 14, 819, 300 14, 694, 491 
Tcano= 15, 375, 000 12, 114, 000 12, 024, 161 
1955... . 10, 292, 000 10, 232, 000 10, 231, 966 
1956... 10, 232, 000 9, 810, 000 9, 809, 996 
1957...... . a 9, 810, 000 9, 810, 000 9, 810, 000 





1 Estimated. 
RESERVE STOCKS 


Mr. Gary. In the hearings last year it was estimated that the re- 
serve stocks on June 30, 1957, would be 340 million pieces. It is now 
estimated it will be about 422 million pieces, and I believe you stated 
that you would consider this a normal reserve / 

Mr. Doonan. Yes. 

Mr. Gary. Does this include a so-called security reserve 

Mr. Dootan. No, sir. 


FEDERAL RESERVE CURRENCY 


Mr. Gary. What is the current volume of Federal Reserve bank re- 
serve stock ? 

Mr. Dootan. By that do you mean Federal Reserve currency ¢ 

Mr. Gary. Yes. 

Mr. Dootan. I would not know. We do not get. those figures. 

Mr. Gary. Could you get it for us? 

Mr. Dootan. We can get it from the Board, yes, sir. Your question 
is the reserve stock ? 

Mr. Gary. The reserve stock for the Federal Reserve bank for the 
last 3 years. If you will insert that in the record at this point. 
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(The information requested is as follows :) 


Federal Reserve currency issued and on hand 


Pieces issued Number of pieces 

during fiscal year! | on hand June » 

1954 cased wea 481, 452, 670 | 1, 395, 207, 3) 
DE iis daceican <a oes aclcnelneieties aaake 457, 129, 511 | 1) 441, 468 9g 
Maisie: Matncietbesiedrmeidiagsapo ch aiesinaiccienpailoamaes Wish te wien nema beset ta mnt 525, 282, 818 | 1, 370, 823, 95 


| 


1 Represents number of notes issued during fiscal year by Federal Reserve agents to Federal Resery 
banks. Federal Reserve notes are issued in denominations of $5 and over. 


WORKLOAD TABLES 
Mr. Gary. We will insert at this point in the record the workload 


tables on pages 107, 110, 111, 112, 113, 116, and 118 of the justifications 
(The material referred to is as follows :) 






Comparative statement of check volume, fiscal years 1954-58 
{In thousands of checks] 
1957 1058 
Disbursing agency 1954 1955 1956 revised | estimate 
estimate 
Commerce Department 46} 4] 41 39 ) 
Commodity Credit Corporatior 212 221 247 250 wW 
Department of Defense 
Department of the Air Force 19, 126 22, 290 26, 312 26, 500 27,00 
Department of the Army 34, 121 31, 260 29, ORD 29, 465 20, 485 
Department of the Navy 35, 824 34, 043 33, 475 34, 000 36, 500 
District of Columbia 922 1, 020 996 1, 191 1 
Federal Deposit Insurance Corporation 41 $2 46 0 5 
Federal National Mortgage Association 32 37 37 39 45 
Interior Department 308 206 293 300 BT 
Judiciary agencies 250 261 265 258 25h 
Justice department 19] 199 206 200 mn 
Legislative agencies 154 163 185 196 1% 
Post Office Department 
Postmasters and service 9, 792 9, 928 12. 753 15, 600 16, 00 
Surplus money orders 322 300) 287 300 32 
Railroad Retirement Board 2, 769 6, 896 7, 795 8, 250 8, 70 
Reconstruction Finance Corporation 80 
State Department 204 366 423 119 ‘3 
Tennessee Valley Authority 1, 062 993 688 475 Si 
Treasury De partment 
Division of Disbursement 203, 120 210, 178 222, 227 240, 175 257, 18 
Other 10, 874 LO, 929 10, 268 10, 196 10; 445 
Miscellaneous agencies 662 27 8S 27 3 
‘ 
Grand total of checks paid 320, 202 329, 490 345, 721 368, 130 389, 482 
Less checks paid on a reimbursable basis 4 11, 370 12, 497 11, 091 11, 955 12, 505 
Checks paid out of appropriated funds 308, 832 316, 993 334, 630 356, 175 376, 97 
This figure de not include an estimated 3,115,000 completed units representing a carryover of 10,479, 
checks, which were partially processed in fiscal year 1956 


Authority cases are those involving inquiries from interested parties as to the 
negotiability and acceptability for payment of checks drawn on the Treasurer. 
These inquiries involve questions concerning validity of endorsements, use of 
various types of powers of attorney, sufficiency of documentary.evidence. to sup 
port endorsements, payment after death, or incompetency of the payee, etc. Al 
abnormal increase is shown for the workload for this type case because cases 
formerly handled by the Federal Reserve banks as agents of the Treasurer will 
be handled directly by the Treasurer. 
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Workload and fund requirements 


1957 estimate 1958 estimate 


| 
| 
| 


Type of case 
Funds 


case required case required 


Cases | Cost per Funds Cases Cost per 
| 


_— 


oa 
paid check cases- ; 110, 600 $9. 41 | $1, 041, 100 116, 500 $9.82 | $1,134, 100 


dutstanding check cases 73, 400 | 3. 35 | 245, 900 77, 300 3. 39 262, 200 
fothority cases_----- 7, 250 | 1.01 17, 500 | 30, 600 . 84 | 25, 700 


Total.-.--- aes ; [ er ant ; 1, 432, 000 


Summary by object class 


Appropria- Estimate, Increase 
tion base 1958 


Personal services $1, 235, 700 $1, 266, 700 | $31, 000 
Travel 800 800 

Communication services i 3, 600 16, 600 

Rents and utility services 100 100 

Printing and reproduction 3, 100 6,100 |__. 

Other contractual services , 900 8,900 |.__ eat 
supplies and materials 26, 800 30, 400 3, 600 
Equipment ‘ , 300 19, 800 8, 500 
Grants, subsidies, and contributions , 500 79, 500 

Refunds, awards, and indemnities 3,100 3, 100 


Total obligations , 388, 900 1, 432, 000 43, 100 


EXPLANATION OF INCREASES BY OBJECT CLASSIFICATION 


Personal services, $31,000.—Salary requirements for 6 additional employees on 
the processing of claims and 1 additional for examination of questioned docu- 
ments are a direct result of an increase in workload. 

Supplies and materials, $3,600.—This increase is to provide additional photostat 
paper as an estimated 60,000 photostat copies now being furnished by the General 
Accounting Office of paid checks previously filed in that office will be furnished by 
the Treasurer under the new electronic system of paying and reconciling checks. 

Equipment, $8,500.—Requirements to replace photostat equipment. 


3. General banking services 


Appropriation base for 1958___- 
Budget estimate for 1958 


Increase over base_______- 


The Cash Division is responsible for (1) the procurement, custody, and 
issuance of new United States paper currency, (2) the receipt of funds for deposit 
to accounts of the various Government agencies, (3) the collection of commercial 
checks, drafts, money orders, etc., deposited by Government offices, (4) the dis- 
tibution, exchange, and accounting for coin for the local area, and (5) the 
ashing of Government checks and United States savings bonds, and the over- 
the-counter sales of savings bonds and stamps for the general public. 

This activity also maintains on a reimbursable basis with the Comptroller of 
the Currency, the joint physical custody of unissued Federal Reserve notes de- 
livered by the Bureau of Engraving and Printing and held for shipment to 
Federal Reserve agents. 








442 


On the basis of current receipts and recent trends, the workload of this Activity 


will increase through 1957 and 1958 over 1956. The best available estimate o 
such workloads is as follows: : 











——— 
Actual, te Estimate, Estimate, 
1956 idee 1957 1958 
ccinantianetieaanittineiaat ict Aiteaaaaaag canada ct actlbaeanaanicigndldiaadaneea a 
Treasury checks, savings bonds, and other obligations paid viel: 
rn Ao Pe AR RE EO Ae Se es 365, 814 400, 000 420, gp 
Deposits received and accounted for__...-.................... | 124, 000 | 130, 000 135, 
Commercial checks, drafts, and money orders processed for | 
NN ees ica da kaon bhaitee mada amen oe oaemcaiaes aaa 5, 770, 974 6, 000, 000 | 6, 000, 
Summary by object class 
Appropria- | Estimate, Increase 
| tion base | 1958 } 
Reierteeressetes nee eaten nei Oe ete eine ir 
Personal services__.__- z : 2 ee ee $325, 700 | $325, 700 |___... 
OTE oancnk : a 300 | 300 
Communication services : | 4,100 | 4,100 |___. 
Rents and utility services__- ; 3 : | 8,400 | 8, 400, | 
Printing and reproduction___. 7 ? : j 2, 300 | 2, 300 : 
Other contractual services aan 3, 800 | 3, 800 
Supplies and materials . : 7,400 | 7,400 | 
Equipment. i 4, 800 4, 800 | 
Grants, subsidies and contributions. ; 20, 200 | 20, 200 
Refunds, awards and indemnities__. | 300 | 300 | ‘ 
Total obligations ie ai cual 377, 300 377, 300 |---- 
| } 
4. Retirement of currency 
IRIE: ROO Be TD accessors rene sintilninae silencing $629, 900 
OUND RDU URER TA SDE cscs er gc a whee se pieete Scio hein since ee Sone tap san ghiion 654, 200 
I I a assesses siithicgnd sa dacs Seca iid cease aies lintel 24, 30 


The Currency Redemption Division is responsible for (1) verifying the dollar 
amount of all paper currency received from local sources, (2) separating such 
currency as to fit and unfit, retiring the unfit currency and returning the fit 
currency to circulation, (3) auditing all Federal Reserve currency received from 
Federal Reserve banks and branches, (4) examining and determining the redemp 
tion value of all mutilated and burned paper currency presented, and issuing 
checks in payment thereof. 

Statistical data relating to the workload of this activity is as follows: 


Paper currency in circulation 


All types and denominations : 


II A eet enh ones cmibitcemamedne ele iebia $28, 126, 750, 328 
oo OG Sere eee SN IO 


June 30, 1956 me pninl wessi en cacenniess i) Ct COIR) See 


Statement of workload 


{Thousands of ae 


} | 
' 





Actual, 1956 | Estimate, | Estimate, 
1957 1958 
} 1 certains 
iil ascitic Se ee ee ee aidasisie | <j 
United States currency destroyed: | 
Federal Reserve banks e | 1, 225, 373 | 1, 231, 000 1, 250, 00 
Received from local banks_.........--. wie ce cies nak . 27, 884 29, 000 29, O00 
Federal Reserve currency destroyed: } : 
Received from Federal Reserve banks__-....--.--- néaind 462, 729 465, 000 | 465, 0 
Received from local banks..........--.- Paes | %, 330 9, 000 9, 000 
Fit notes delivered to cashier for re issue iil p tars coin ataaheniaoa 42, 587 44, 000 | 44, (00 


Number of mutilated currency cases received -...-.....-.---- 43 44 | # 
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Summary by object class 


A ppropria- Estimate, Increase 
tion base 1958 


personal serviees__. $243, 300 $243, 300 | 
Travel. - . 1, 800 1, 800 
Transportation of things 19, 000 19, 000 | 
fommunication services 1, 500 1. 500 
Printing and reproduction 2, 800 2, 800 | 
Other contractual services 22, 600 23, 900 
Services performed by Federal Reserve banks $20, 000 337, 500 
supplies and materials 2, 700 2, 700 | 
fquipment 1, 100 6, 600 
(rants, subsidies and contributions... 15, 000 15, 000 
Refunds, awards and indemnities 100 100 


Total obligations__. 629, 900 | 554, 200 


Explanation of increases by object classifivation 


(ther contractual services: 

Increased cost of space maintenance in Bureau of Engraving and 
Preeeeeee suceeeeies P86 een £3 eee 1. 300 

Additional requirements to reimburse Federal Reserve banks for 
verification and destruction of United States paper currency re 
sulting from an estimated increase of approximately 20 million 
pieces and an increase in unit cost from $0.26 to $0.27 per thousand 
pieces destroyed 


17. my) 


Equipment requirements to replace 2 money counting machines tee! ie 


A good portion of the work of this division is governed by the volume of the 
otstanding public debt obligations, a comparative statement of which follows: 


Comparative statement of public debt outstanding as of June 30 


In millions of dollars] 


1952 1953 105 1955 1956 


Treasury bonds $8Y, 776 $94, 513 $93, 323 $93, 839 $93, G06 
iavings bonds 57, 807 57, 886 58, 189 58, 643 57, 857 
Depositary bonds 373 447 $11 417 310 
Treasury notes 40, 245 5), 264 50, 700 54, 887 583 
Certificates of indebtedness 41, 530 41, 525 47, 019 44, 899 50, 977 
Treasury bills 17, 315 19, 707 19, 554 19, 528 20, 829 
Serial and miscellaneous 2, 105 1,781 2, 145 2, 205 2, 363 


Total 259, 151 266, 123 271, 341 274, 418 272, 825 


Statement of workload on méasurable operations 


Actual, 1956 Estimate, Estimate, 
1957 1958 


(hited States savings bonds 

Payments 

Reissues 

Sales 

Deposits and withdrawals from safekeeping 
ther public debt and guaranteed obligations 

Payments 

Issue and exchange transactions 

Deposits and withdrawals from custody 


80, 000 
35, 000 
50, 000 
65, 000 | 


260, 000 
41, 000 
30, 000 | 


7months 
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The following comparative statements show (1) the issues, retirements, ang 


amounts outstanding of United States currency; ana (2) the number of notes helg 
in reserve. 


— 


1956 actual 1957 esti- 1958 esti. 
mated mated 
United States currency of all denominations (in thousands of 
notes): 
Outstanding July 1 1, 713, 541 1, 759, 006 1, 799, O08 
Issues 1, 280, 156 1, 300, 000 i, 300,00) 
Total 2, 993, 697 3, 059, 006 3, 000 006 
Retirements - 1, 234, 691 1, 260, 000 1, 279,00 
Outstanding June 30 1, 759, 006 1, 799, 006 1, 820, 008 
United States currency of all denominations held in reserve (in a 
thousands of notes) 
On hand July 1 846, 848 661, 288 422, 869 
Receipts 1, 094, 596 1,061, 572 1, 350, 616 
Total available 1, 941, 444 1, 722, 860 1, 773, 478 
Issues 1, 280, 156 1, 300, 000 1, 300, 00 
On hand June 30 661, 288 422, 860 7 3, 474 
Summary by object class 
A ppropria- Estimate, Increase 
tion base 1958 
Transportation of things $200, 000 $250, 000 350, 00 
Registry fees 300, 000 300, 000 
Communication services 1, 000 1, 000 
Printing and reproduction: Purchase of United States cur- | 
rency ‘ 9, 810, 000 12, 658, 000 2, 848, 00 
Supplies and materials 5, 000 5, 000 | 
Total obligations 10, 316,000 | 13, 214, 000 2. 808, 000 
| ' 


EXPLANATION OF INCREASES BY OBJECT CLASSIFICATION 
Transportaiion of things, $50,000.—To meet issue demands for paper currency 
in 1957, approximately 240 million pieces will be issued from stocks already 
held in custody by the various banks. All issues in 1958 will be made from 
Washington. 
NUMBER OF PERMANENT POSITIONS 


Mr. Gary. How can you explain the fact that the number of perma- 
nent positions in 1957 is now 1,067 when the number justified in the 
1957 hearings was only 966 ? 

Mr. Funxn. We have on our rolls now 939. That was on January 31. 

Mr. Gary. The budget document and the committee print, on page 
17, says total number of permanent positions, 1956 actual, 1,118; 
1957 estimate, 1,067. 

Mr. Funn. That 1,067, we have to have positions for every em- 
ployee we have on the rolls, so if we started July 1 with 1,067 people 
on the rolls, we have to show that as the number of permanent pos 
tions on the rolls. We can reduce man-years but we have to have posi 
tions for every employee on the rolls. 

Mr. Gary. But you only justified 966 positions. 

Mr. Funx Average,man-years. You are looking at 1957 ? 

Mr. Gary. In 1957 you said the total number of permanent _ posi: 
tions in 1955 was 1,056; the 1956 estimate was 1,002; and the 1957 esti- 
mate was 966. The committee gave you what you asked for and yet 


you sh 
inthe 

Mr. 
the av 
95 ten 
even tl 

Mr. 
100 po 

Mr. 
vould 

Mr. 

Mr. 

(No 
mitted 

The 
priated 
represe 
psitio 

Mr. 
matte 
graph 

Tod 
the ne 
staff c 
read 1 
your | 
ata | 
about 
article 
reaclit 
it dev 


Mr: 


Mr. 
you s 
drop} 
noun 

Mr 
0h SO} 
show) 


Mr 
look 
0 sox 
erans 
divid 

Mr 
ments 
(reas 

Mr 

Mr 


48, 000 


98, 000) 


ency 
pady 
from 


445 


you show 1956 actual 1,118, and 1957, 1,062 instead of the 966; and 
inthe 1958 estimate you have 983. 

Mr. Funk. That is positions. That is not man-years. That is more 
the average. Say we had 1,000 permanent positions and we put on 
% temporary employees, that would show in here as positions 1,025, 
even though those other 25 are only on for a month. 

Mr. Gary. Where do you get the money to finance the additional 
{00 positions 

Mr. Funk. We finance it on an average man-year basis. That 
sould offset any overage. 

Mr. Gary. How many do you h: ave on rolls now ? 

Mr. Funk. We had 939 on January : 


(Norr.—The followi ne clarifying stslticunedlt was subsequently sub- 
nitted for the record: 


The present schedule came 1,067 positions combines those paid from appro- 
yiated funds and reimbursements, while the 1957 schedule showing 966 positions 
presented those to be paid from appropriated funds and did not include 117 
psitions to be paid from reimbursements. 

Mr. Canrretp. Mrs. Priest, like every other American and, for that 
matter, every person in the world, I too would like to carry your auto- 
gaph in my pocket. 

Today as you appear before us in connection with your request for 
the new fiscal year 1958, I want again to compliment you and your 
taff on your presentation. From time to time it is pleasing to me to 

rad in the press and to hear people speak about your dedication to 
your high assignment in government. I want to say also, as I said 
ita like meeting in the past, I still remember that wonderful story 
about you that appeared in Guidepost. I do not know whether that 
article achieved wide circulation or not, but I hope it did because, after 
rading that article. while my appraisal of you was always very high, 

it deve sloped a new high. 


Mrs. Priest. Thank you very much, Mr. Canfield. 


EMPLOYMENT AND WORKLOAD 


Mr, CanrieLp. Speaking of employment, I understand from what 
you say here today that during the last 12 months you have made a 
iroppage of some 14 percent, and yet your work volume shows a 
nounting trend upward. 

Mr. Funk. Now we are working our people overtime and putting 
mi Some temporary employees to process backlogs. However, we have 
shown a definite drop, and that will continue. 


PROCESSING CHECK CLAIMS 


Mr. Canrietp. Under the item of “Processing check claims,” you 
lok for an increased workload in 1958, particularly with reference 
to social security payments. Is there any indication from the Vet- 
wans’ Administration that there will be any increase in insurance 
dividend payments? 

Mr. Funx. The new law permitting social security disability pay- 
ments goes into effect July 1. That will involve an increase. No in- 
trease was estimated for insurance dividend payments in 1958. 

Mr. Canrretp. Do your current estimates embrace that ? 

Mr. Funk. Yes, they include a small increase for that. 
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Mr. Steminskr. Mrs. Priest, I would like to wish you a very y pleasant 
year ahead, and hope that you will enjoy your work as much as you 
have thus far. 

Mrs. Prrest. ‘Thank you very much. 

Mr. James. I also extend my sincere compliments to you. 


CONDITION OF CURRENCY 


I am also a very earnest collector of your autogr aph, but I am sorry 
to say that so many I have collected in the District lately have been 
desecrated very badly. I have one I picked out of my pocket at 

‘andom. 

The history of that bill would be very interesting if we could get it, 
but I wonder why in the Nation’s Capital items of currency of that 
degree of dilapid: ition should be allowed ? 

Mrs. Priest. The history of that bill might be that somehow it 
did not get tothe banks. Maybe it kept circulating from hand to hand, 
But we have a standard for the fitness of currency to which we try to 
adhere. 

Mr. James. Strangely, I do not get so much of that kind of money 
in the area where I live, just outside of Philadelphia, where there isa 
Federal Reserve bank. I hardly ever find bills in circulation there 
with that degree of desecration. 

Mrs. Priest. People around the country have shown me bills that 
were probably a little worse than that. I have said often that we do 
have a standard of fitness and the banks do too if the money gets tothe 
banks. 

Mr. James. It is the duty of banks to appraise—— 

Mrs. Priest. The fitness of the currency, yes. 

Mr. Gary. I have taken some worse than that at 100 cents on the 
dollar. 

( Discussion off the record. ) 

Mr. Streep. I have no questions, Mr. Chairman. 

Mr. Gary. Thank you, Mrs, Priest. It is always a pleasure to have 
you appear before our committee. 

Mrs. Priest. Thank you, Mr. Gary. It is a pleasure to come before 
you gentlemen and I want to thank you for your complimentary words 
and say I am enjoying the job tremendously and our office is open to 
you at any time. I repeat the invitation to you to come down and see 
our electronic equipment. e 
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Turspay, Fresruary 5, 1957. 
BUREAU OF THE MINT 
WITNESSES 


WILLIAM H. BRETT, DIRECTOR OF THE MINT 

LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
FREDERICK W. TATE, CHIEF ACCOUNTANT 

BEN C. HOLLYFIELD, ASSISTANT CHIEF ACCOUNTANT 


SALARIES AND EXPENSES 


Program and financing 


| 1957 estimate 1958 estimate 


| 
Program by activities: | | 
Direct program costs: 

1. Manufacture of coins (domestic) _..................} $1,388, 481 | 

. Processing deposits and issues of monetary metals | 

and coins jmetatomeual 770, 193 

3. Protection of monetary metals and coins- - aaa 686, 622 

. Refining gold and silver bullion 401, 416 

5. Executive direction 123, 574 | 

3. Equipment acquisitions-------- 187, 404 | 


! 
| 
| 1956 actual 


$1, 381, 000 


809. 500 


| $1, 907, 000 
704, 000 | 

| 

} 


977, 000 
769, 000 
560, 000 
135, 000 
102, 000 


532, 000 
127, 000 
590, 000 


3, 557, 690 | 4, 143, 5 


Total direct program costs - 4, 450, 000 


. Relation of costs to obligations: 
(a) Cost financed from obligations of other 
years, net (—) ‘ j a os 
(b) Obligations incurred for cost of other years, 





} 
84, 551 


| 3,642,241 | 3, 653, 500 | 4, 450, 000 
| — | = = — | — — — 


| 


Total direct obligations 


Reimbursable obligations: . 
1. Manufacture of coins, ete. (foreign) 


825, 000 | 
8. Miscellaneous services to other accounts.. 


25, 000 | 


534, 777 


309, O11 


625, 000 
25, 000 


843, 788 | 850, 000 | 650, 000 


Total reimbursable obligations 


4, 486, 029 | 


"TOO INN iis Sai dccrceccninecticnions 4, 503, 500 | 


Financing: 
Unobligated balance no longer available 
Advances and reimbursements from— 
Other accounts L dédbhoonbchenndinn 
Non-Federal sources-_.........-..- 


Appropriation -- 


Note.— Reimbursement 
967 (Jan. 20, 1874. 18 Stat. 6 
10, 1950, 64 Stat. 157)); and p 


7, 759 


— 309, 011 


| 
| 
| 


— 534,777 | 


3, 650, 000 | 


Obligations by objects 


Total number of permanent positions 
Average number of all employees 
Number of employees at end of year 


Average salaries and grades: 
General schedule grades: 
Average salary 
Average grade 
Ungraded positions: Average salary 
Personal service obligations: 
Permanent positions 
Regular pay above 52-week base 
Payment above basic rates 


Total personal service obligations 


&7824—57——_29 


1956 actual 


734 
7O8 
728 


$3, 360, 
ll, 


, 535, 864 


— 25, 000 | 
— 825, 000 | 


3, 653, 500 


1957 estimate 


~ 5, 100.000 


— 25. 000 
—625, 000 


4, 450, 000 


from non-Federal sources above are receipts from foreign coinage (31 U.S. C. 
; proceeds from sale of medals and proof coins (31 U. 8. C. 369 (as amended May 
ceeds from the sale of personal property (40 U.S. C. 481 (e)). 


1958 estimate 


843 
825 


807 


5, 245 
3—6.2 


. 374 


$3, 900, 140 
14, 960 
80, 000 


3, 995, 100 
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Obligations by objects—Continued 


—.. 
i 


1956 actual | 1957 estimate | 1958 estimate 











| Ss 
| | 
Direct obligations: | | 
01 Personal services___- 3 : 2, $3, 035, 100 $3, 472, 109 
02 Travel 3a 30, 000 | 30, 000 
03 Transportation of things- -- ited 5,000 | 105, 000 
04 Communication services 18, 400 | 18, 400 
05 Rents and utility services } 215, 000 | 233, 000 
06 Printing and reproduction- | 6, 500 | 6, 500 
07 Other contractual services --__-- ee : eal 29, 200 | 30, 000 
Services performed by other agencies 1, 800 | 2, 000 
08 Supplies and materials 201, 800 225, 000 
09 Equipment r | 100, 000 102, 000 
11 Grants, subsidies, and contributions: Contribution | | 
to retirement fund nee : 215, 000 
13 Refunds, awards, and indemnities__..........-1--...-] 896 10, 000 | 10, 000 
15 Taxes and assessments : oe 399 700 1, 000 
Total direct obligations_........_. ; | 3, 642, 241 | 3, 653, 500 4, 450, 000 
Reimbursable obligations: 
01 Personal services 733, 000 | 523, 000 
02 Travel — 1, 500 | 1, 500 
03 ,Transportation of things 13, 500 13, 500 
04 Communication services . 3, 900 3, 900 
05 Rents and utility services_.- 41, 200 | 31, 200 
07 Other contractual services _-__. 7, 500 7, 500 
08 Supplies and materials.___-_- 49, 400 | 37, 400 
09 . Equipment ; 
11 Grants, subsidies, and contributions: Contribution 
to retirement fund 32, 000 
Total reimbursable obligations..____- ls ; 843, 788 850, 000 | 650, 000 
Total obligations. —_...............- eubaesae 4, 486, 029 4, 503, 500 | 5, 100, 000 
i 


Budget authorizations, expenditures and balances 





| } 
1956 actual | 1957 estimate | 1958 estimate 
fh daeseciinilliadea nicl os ea — Set 4 
BUDGET AUTHORIZATIONS AVAILABLE | | 
Appropriation arith ; ‘ ‘ $3, 650, 000 5 $4, 450, 000 
Obligated balance brought forward ; 782, 469 .§ 200, 000 
Restored from certified claims account 5¢ 
Total budget authorizations available__- wipe 4,432, 469 | 4, 489, 336 4, 750, 000 
| . } 
EXPENDITURES AND BALANCES 
| 
Expenditures | | 
Out of current authorizations. - 3,139,130 | 3, 368, 500 | 4, 140, 000 
Out of prior authorizations 435, 751 | 820, 836 285, 000 
Total expenditures phmalebthen cbs . it . 3, 574, 881 | 4, 189, 336 4, 425, 000 
Balance no longer available | 
Unobligated (expiring for obligation) ____ 7, 759 | 
Other pias Pte. Saye 14, 583 |_. 
Obligated balance carried forward__._._- ; 835, 246 | 300, 000 325, 000 
—- i eer = 
Total expenditures and balances.._..... ee ac 4, 432, 469 4, 489, 336 4, 750, 000 








Mr. Gary. We will next consider the request of the Bureau of the 
Mint, and at this point we will insert pages 285, 286, 287, 288, and 289 
of the justifications, from which it appears that the appropriation for 
the Bureau of the Mint for 1957 was $3,653,500, and the estimate for 
1958 is $4,450,000, an increase of $796,500. 
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(The material referred to is as follows :) 





SALARIES AND EXPENSES, BUREAU OF THE MINT 






Analysis of appropriation base for fiscal year 1958 


mer approprintion, T00T* acto sed $3, 650, 000 
jopplemental appropriation for 1957--------~---_---.------------ 8, 500 











Total appropriation, ‘IOUT 44 2 2k oe sesamiae 3, 653, 500 
Reductions : 
Activity No. 1, manufacture of coins (domestic) ._--__ $64, 800 
Activity No. 2, processing deposits and issues of mone- 
ES PCC TENG CO i ecerecnetciettencrenicdeienier andi 









3, 500 




















COR I iii as 68, 300 






Additions : 


Activity No. 1, manufacture of coins (domestic) ~._._-_- 167, 800 
Activity No. 2, processing deposits and issues of mone- 
BEry MeOUNre CR CON aah cn ketene eee 46, 000 


Activity No. 3, protection of monetary metals and coins... 43, 000 


Activity No. 4, refining gold and silver bullion_________ 28, 000 
Activity No. 5, executive direction.............___-__- 8, 000 









PONG “CECE GU CNNIIN sich se cesSa weed Apehcenepcenrtces eelianesin nese ieee 
mement in: hase (net ) i on hit li ene Ea aes +224, 500 


it Ey t 
















Appropriation. Date £00 TUG. <xcap ante nningdnnnncnphhimatenanieedaas 
Inerease Over appropriation base for 1958__. 57 


Appropriation estimate for 1958 





Increase or decrease from total appropriation, 1957_._.._____ 796, 500 


Comparison of appropriation base with appropriation estimate for 1958 








- . a 


Appropriation base Appropriation esti- Increase (+) or 
for 1958 mate for 1958 } 
Activity | = | 






decrease (—) 














|} Average | Amount Average | Amount | Average Amount 
positions positions | positions 




























Manufacture of coins (domestic 244 | $1, 484, 000 337 | $1,907, 000 | 93 $423, 000 
L Processing deposits and issues of | | | 
monetary metals and coin 143 852, 000 174 977, 000 4 125, 000 
LProtection of monetary metals 
and coins ; 131 747, 000 138 769, 000 7 22, 000 
(Refinine gold and silver bullion 92 560, 000 92 560. 000 : 
i Executive direction il 135, 000 ll 135, 000 
Equipment acquisitions and net | 
change in selected resource: 100, 000 |_ ‘ 102, 000 2, 000 
Total = 621 | 3,878. 000 725 | 4,450,000 104 572. 000 
idjustment in base (net pe --| —224, 500 a talneoscennest aeeee 
. ‘tiniest euieeiieeiaiaee ied coannstilbinttpenes di 
Total, appropriation 1957, and | 
appropriation estimate for | 
INR cs bhgalibein deeb iiiis indices Renin 621 3, 653, 500 725 4, 450, 000 104 | 796, 500 









GENERAL 





STATEMENT 












The appropriation for the Bureau of the Mint finances the manufacture of 
sins; the receipt of deposits of gold and silver bullion; the safeguarding of 
he Government’s holdings of monetary metals, including coins in processing 
tages until finished and issued; and the refining of gold and silver bullion. 
binage mints are located at Philadelphia, Denver, and San Francisco; and an 
Nay office is at New York. A gold bullion depository is located at Fort Knox; 
mda silver bullion depository, which operates as an adjunct of the New York 
Ray office, is at West Point. 
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The mint’s budget is presented on an accrued cost basis, reconciled in totg) 
with obligations, in order to correctly report the actual cost of the manufacty,. 
ing type operations, Costs are applied on the basis of actual use of resources 
for the various activities, and full consideration is given to changes in Stores, 
work-in-process inventories, and other pertinent asset and liability accounts 
Mint revenues are deposited into the general fund of the Treasury, and an annyaj 
appropriation is requested for operating expenses. Revenues-for the fiscal year 
1958 are estimated at $41,600,000 compared with the appropriation of $4,450,0% 
requested for that year 

LANGUAGE CHANGES 


A change in the language of this appropriation is requested to permit replace 
ment of a station wagon used for transporting guards between Elizabethtown, 
Ky., and the gold bullion depository at Fort Knox, Ky. Elizabethtown is the 
nearest point at which living accommodations are available. 


Analysis of appropriation base 


ce: 


Appropriation allo- | Net change in bag 
cation for 1957 | Adjustments in base increase (+-) or de 

crease (—) 

Activity ee A : jaieae ties a 

} } | 

| Average Amount | Reduc- | Additions | Average | Amount 

| positions |} tions | | positions 


a = EE atid : ‘ others, sacra 


. Manufacture of coins (domestic) -| 244 | $1,381, 000 64, 800 167, 800 |... --} +$103,00 
. Processing de posits and issues of | 
monetary metals and coins--.-._.| 143 | 809, 500 | 3, 500 | 46, 000 +42, 500 
. Protection of monetary met: als | | 
and coins--_. 131 i ol 2 EE +43, 0M 
. Refining gold and silver bullion - 92 | 532, 000 | 28, F +28. 00) 
5. Executive direction 11 | 127, 000 8, iiss 320 +8, 000 
3. Equipment acquisitions and net j | | 
change in selected resources- ---}-_---- 100, 000 


3, 65 3, 500 68, | 292, 800 


1. Manufacture of coins (domestic) : 
Reductions : 
Discontinuance of purchase of alloy copper for subsidiary 
silver coinage 
Public Law 677, 84th C ong., authorized the purchase 
of alloy metal for subsidiary silver coins from the 
silver profit fund. 
Management improvement savings___- 
This reduction represents the 1957 portion of savings 
froin the following management improvement projects : 


Estimated savings 


| 


‘| es 
Project | Status 2 | 


Fiseal | Fiscal 
| year year 
1956 | 1957 


| 
Increased furnace output ...-| Complete_. | 
Improved handling of coin from |.....do ‘ 
presses. ‘| 
\- 


Total 


$40, 000 | $7, 
4,100 | 


Total reductions 
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Additions : 
“Plowing-back” savings_-___-~ 64, 800 
Savings are being “nlowed- -back” for the purpose of ab- 
sorbing the additional cost of wage increases granted to 
“blue-collar” employees in 1956, which will be in effect for a 
full year, and for maintaining production at the highest 
possible level. 
1 day’s pay in excess of 52-week base 2 
Cost of the Government’s contribution to the civil service retire- 
ment and disability fund 
Payments to the civil service retirement and disability 
fund, effective July 14, 1957, pursuant to Public Law 854, 
approved July 31, 1956. 


"Toth IR cic ctctiscsee JS ae Ah +167, 800 


Net change in base +103, 000 


9, Processing deposits and issues of monetary metals and coins: 
Reductions : 
Completion in 1957 of the manufacture and issue of gold 
medals to surviving veterans of the War Between the 
States (Public Law 730, 84th Cong.) 


Total reductions______ 


Additions : 
1 day’s pay in excess of 52-week base___-_-~ 3, 000 


Cost of the Government’s contribution to the civil service 
retirement and disability fund 


yi a a ee 
Net change in base 


%. Protection of monetary metals and coins: 
Additions : 
1 day’s pay in excess of 52-week base 
Gost of the Government's contribution to the civil service 
retirement and disability fund 


OCR : SEOs nin a tgptinnnnmetiedintae abana 
Net change in base 
4, Refining gold and silver bullion : 
Additions : 
1 day’s pay in excess of 52-week base-_- saci decnadslens lias acetal 


Cost of the Government’s contribution to the civil service 
retirement and disability fund 


Total additions 
Net change in base 


5. Executive direction: 
Additions : 
Cost of the Government’s eontribution to the civil service 
retirement and disability fund 
"ROGRE mtecsOeat ss See Ce aeabinans +8, 000 


Net change in base 


Total net change in base______ ie Raat oe a he eee “£224, 500 


Mr. Gary. We are pleased to have with us today Mr. William H. 
Brett, the Director of the Mint. We shall be very glad to hear from 
you at this time, Mr. Brett. 
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GENERAL STATEMENT 


Mr. Brerr. Mr. Chairman and members of the committee, the 
activities of the Bureau of the Mint include the manufacture of coing: 
the receipt of deposits of gold and silver bullion; the safeguardin 
of the Government’s holdings of monetary metals and coins: and the 
refining of gold and silver “bullion. The present mint organization 
consists of three mints, located at Philadelphia, Denver, and Say 
Francisco; an assay office at New York City; bullion depositori 1es at 
Fort Knox and West Point; and the Office of the Director in Wash. 
ington. 

The appropriation requested for operation of the several mint 
offices during the fiscal year 1958 amounts to $4,450,000, which is ap 
increase of $796,500 over the amount appropriated for fiscal 1957, 
The addition i amount requested is chiefly for increased coinage pro- 
duction, for payments to the civil-service retirement and disability 
fund, pursuant to Public Law 854, approved July 31, 1956, and for 
costs incident to the return of lend-lease silver. 


COINAGE PROGRAM 


Production of domestic coins is the major activity of the mint. 
The demand for coins has been very active during the past year, and 
coins have been requisitioned from the mints in greatly increased 
quantities. Coins are shipped from the mints to the Federal Reserve 
banks and branches only upon receipt of orders from the banks, and 
the volume of the coinage program is therefore determined by the 
public requirements for coins. 

The mint did its best to meet the heavy coin demand during the 
fiscal year 1956 by stepping up coinage production to the fullest 
extent possible with available funds. The inventory of coins in the 
mints at the beginning of fiscal 1956 amounted to about 400 million 
pieces. Production during that year. amounted to 1.4 billion coins, 
but approximately 1.8 billion pieces were delivered to the banks, 
leaving the mint with an inventory of less than 10 million pieces 
at the end of the fiscal yea 

The mint’s appropri pases for fiscal 1957 is the same as for 1956, 
and the coinage program calls for approximately the samie output 
as in 1956, i. e., 1.4 billion pieces. However, because of the continued 
heavy demand, ev ery possible effort is being made to increase pro- 
duction over that amount. All coins are currently being manv- 
factured at the Philadelphia and Denver Mints, with approximately 
76 percent of production allocated to the more efficient Denver Mint. 
In order to take full advantage of the low-cost melting and rolling 
equipment at Denver, large quantities of minor coinage blanks are 
being processed at Denver and shipped to Philadelphia for completion 
into finished coins. Both mints have been w orking many hours over- 
time for the past several months, within the limit “of available funds, 
in an attempt to keep pace with the demand. 

With the approval of the Bureau of the Budget and the chairman 
of this committee, the mint recently purchased fabricated coils from 
private industry which were used for production of approximately 25 
million nickel coins at Philadelphia. This purchase, which was 
charged to a revolving fund, was resorted to only because of the emer- 
gency situation at that time. 
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Production of domestic coins is also being supplemented as a result 
of the manufacture of large quantities of pr oof coins and foreign coins 
on a reimbursable basis. A proportionate share of our ov erhead cost 
is charged to reimbursable operations. When we have a large reim- 
bursable program, as at present, a substantial portion of our overhead 
cost, which ordinarily would be paid from the appropriation, is paid 
from reimbursements. This releases appropriated funds for produc- 
tion of additional domestic coins. 

The appropriation under consideration for fiscal 1958 includes a 
request for additional funds for coinage, which would bring the total 
output for that year to 1.8 billion pieces. It is planned to produce all 
coins at the Philadelphia and Denver Mints. With business condi- 
tions and employment continuing at their present high levels, it is 
estimated that this quantity of coins will be required for the Nation’s 
business transactions. 

The 1958 coinage program for the Denver Mint will be about the 
same as during the current fiscal year, with continued operations on 
a full 2-shift basis, and production of about 1.1 billion coins at that 
plant. 

An expanded program is planned for Philadelphia for 1958, with 
production of about 700 million coins with the more efficient equip- 
ment which is now being installed at that mint. An equipment mod- 
ernization program was undertaken for the Philadelphia Mint, with 
the approval of this committee, in the latter part of the fiscal year 1955 
Although we have been plagued with an unusual number of delays, 
which were beyond our control, the program is slowly nearing com- 
pletion. Our 1958 program is based on the expectation that the mod- 
ernized equipment will be put into operation before the end of fiscal 
1957. 

Full consideration has been given to reductions in manufacturing 
costs which are expected to result from the modernization progr am, 
and Philadelphia’s unit costs have been reduced in amounts ranging 
from 39 cents per thousand coins for the 1-cent piece to $1. 18 per 
thousand for 50-cent pieces. Ifthe Philadelphia Mint were not mod- 
ernized, production of its 1958 program of about 700 million coins 
would cost an additional $304,000. 


OTHER ACTIVITIES 


The other activities of the mint, which include deposits, protection, 
refining, and executive direction, generally continue at about the same 
‘level from one year to another with little variation. The cost of all 
activities will increase in 1958, however, because of payments to the 
civil service retirement and disability fund, and because of 1 extra 
day in 1958. 

An additional amount of $125,000 is being requested for the deposits 
activity, for 1958, to cover shipping and storage costs of lend-lease 
silver which is being returned to this country. This cost will be dis- 
continued when the silver has been returned. 

An additional amount of $22,000 is requested for the protection 
activity, for 1958, to provide for the employment of seven additional 
guards. This constitutes a permanent increase in the cost of protec- 
tion activity which will bring the total guard force up to 135 employ- 
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ees, for protection of $24 billions in monetary assets at. 6 institutions, 
24 hours per day, every day in the year. 

The refinery activity is expected to continue at the same level, with 
operation of two refineries, in 1957 and 1958. Electrolytic refineries 
at New York and San Francisco are now in operation; the Denver 
refinery is not operating at the present time and the employees are 
being used for additional coinage production. 


MANAGEMENT IMPROVEMENT PROGRAM 


An active management program is vigorously pursued in the mint, 
and a continuing search is made by management committees in each of 
our large offices, and by special surveys of operations, for more efficient 
methods and procedures. Representative management actions are as 
follows: 

The major improvement project now receiving attention is the 
Philadelphia modernization program. As previously indicated, esti- 
mated savings of $304,000 are reflected in the 1958 coinage program as 
a result of that project. In addition, savings of $47,000 resulting from 
improvements in melting operations at Philadelphia, which are related 
to the modernization program, were reported in the budget before you 
as an accomplished project. 

New short-cut methods were adopted last year in connection with the 
receipt and recoinage of uncurrent coins. Estimated savings amount 
to $12,000 yearly. 

Finished coins were formerly handled manually as they were dis- 
charged from the coin press. By adoption of mechanical handling 
methods, each pressman now operates four dual presses instead of 
three, with estimated savings of $5,000 per year. 

During the past several years, pay increases have been given to 
the mint’s “blue collar” workers. Wage surveys are again being made 
this year, which indicate that the cost of the resulting wage increases 
will amount to approximately $120,000 in fiseal 1958. No provision 
is made in the appropriation requested to cover that cost. 

I would like to take this opportunity to extend an invitation to the 
members of this committee to visit the Philadelphia Mint and review 
the operations of the modernized equipment when the installations 
have been completed. 

Mr. Gary. Thank you, Mr. Brett. 


IMPROVEMENTS AT PHILADELPHIA MINT 


It was my privilege to visit the Philadelphia Mint year before last 
when you were beginning these improvements. What is the status of 
the improvements at the present time? 

Mr. Brerr. Well, we have been delayed and we have run into addi- 
tional problems. Westill think we are going to have that unit in opera- 
tion before June 30 of this year and actually operating. The delays 
have been caused, of course, by the usual sieamtizes own between con- 
tractors and subcontractors, and PBS and GSA are doing part of the 
work and are checking on practically all the operations that we are 
doing. 

As I told you a year ago, the real jolt we got was that tornado 
which put our prime contractor under water. They suffered a terrific 
loss. I brought this bulletin along, which presents what happened to 
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the people who were going to take our rolling equipment back and 
completely rebuild and reinstall it in the mint. 

In addition to that, we ran into some problems. When that equip- 
ment was taken down we found certain accessory equipment, such as 
the drives, were badly worn, which set us back about 2 months. They 
had to be sent back and completely rehoused. It cost more money, also, 
than we had anticipated. 

Aside from that, there have been the usual holdups. We ran into 
some bad conditions in the building itself. We are faced with one 
problem which is delaying us on the No. 1 mill at this time. In dig- 
ging those foundations, along one wall we ran into a very bad water 
condition that will require a little more time to correct than we 
thought. 

The steel strike hit us and we could not get structural steel for the 
platforms and some of the floor reinforcements. 

As to our financial schedule, we have made additional commitments. 
In fiscal 1955 we had obligated some $355,940. In fiscal 1956 we 
obligated another $311,800, making a total for the 2 years of $667,740. 

In tearing down and taking out that equipment we found some 
additional repair work which we do not feel particularly is part of 
this project because it would have had to be done had the old mills 
been left in. That has run in the neighborhood of twenty-nine or 
thirty thousand dollars. 

I still think we are coming out on the whole project at about what 
our story was a year ago. It will cost us around $700,000 before we 
get through. 

As you can see by our estimates of cost in the Philadelphia opera- 
tion, we were optimistic we would do a good job, and if the coinage 
demand and our allocation of coins to Philadelphia maintains the 
rate we have indicated it will in this presentation, we will pay for that 
improvement in 2 or 21% years instead of 314 years as I think we 
told you. 

Of course, if there is a fall off in coin demand and we don’t produce 
many coins there it will not amortize itself quite that rapidly. 

We think it will be in operation before July 1. 

Mr. Gary. You have not operated. at any profit thus far ? 

Mr. Brerr. No; we have not. We have kept operating in Philadel- 
phia under very bad and very costly conditions. 


SAN FRANCISCO MINT 


Mr. Gary. You stated that the present mint organization consists 
of three mints located at Philadelphia, Denver, and San Francisco. I 
thought you had closed down the mint in San Francisco ? 

Mr. Brerr. We discontinued coinage. We still have the mint. 
The equipment is still there. It is in mothball condition. We are 
operating a gold and silver refinery there. We are taking in deposits, 
soit still is technically a mint. It has been operating as a gold refinery 
and a deposit office. 

Mr. Gary. You do not mint any coins there at the present time? 

Mr. Brerr. No, sir. 

WORKLOAD DATA 


Mr. Gary. We will insert at this point in the record the workload 


data on pages 293, 294, 295, 296, and 299 of the justifications. 
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(The information referred to is as follows :) 


Comparison of actual production, deliveries, and inventories of coins duri 


1946-56 with estimates for the fiscal years 1957 and 1958 


{In millions of pieces] 


ng the period 















































a 
Fiscal year Pro- De- | Inven- Fiscal year Pro- De- Inven. 
duced | livered tory ‘ duced | livered | tory 
pinged 4 aol es itl sing Mietigsh <nctach aii nantiapiattptale tiie iit natin st agin 
1958, estimate - | 1,800} 1,800 10 || 1951, actual__ _.| 1,158} 1,523 5 
1957, estimate 1,400 | 1,400 10 |} 1950, actual : | 497 | 495 416 
1956, actual. ____ 1,412 | 1,786 10 || 1949, actual 911 996 414 
1955, actual __ Us 941 | 384 1948, actual 803 1,095 | 498 
1954, actual 1, 1, 204 | 388 || 1947, actual_- 2,016 | 1,390] 1% 
1953, actual 1, 722 | 140 || 1946, actual 1,658 | 2,107 | 164 
1952, actual 1, 5: 1, 360 243 
' a ic st see 
Coinage activity at the United States Mint, fiscal year 1956 
[Pieces] 
ann lea pakke eae 
| Balanceon |Coins produced|Coins delivered Balance on 
Denomination | hand, July 1, | fiscal year | fiscal year | hand, June 30, 
1955 1956 1956 1956 
ania = ioe es - lentvien kam —|-—_—_—— 
1 cent. 120, 364,173 | 1, 206, 832,600 | 1, 327, 196, 773 | 0 
5 cent__ 103, 157, 707 | 40, 455, 800 143, 613, 507 | 6 
10 cent__- | 86, 555, 972 120, 013, 300 206, 569, 272 | 0 
25 cent_ 45, 589, 321 | 42, 352, 800 86, 175, 470 | 1, 766, 681 
50 cent_ 27, 835, 698 | 2) 008, 000 | 21, 819, 785 | 8. 023, 913 
ae fiarerrerer megan nye 
Total__-- | 383, 502, 871 1, 411, 662, 500 1, 785, 374, 807 | 9, 790, 564 
| | 
detach chit tite tect lc lee oo enka 
Actual domestic coinage, fiscal year 1956 
| Number | Cost per 
Denomination | Ofpieces | thousand Total cost 
| produced | pieces 
' 
es aati lee feces bstasacdiecinds Shaanci Mase oeapetitagt akan aan eieaie merits - pecs sos ae 
eae er Mereg mere re hee cerae er 1, 206, 832, 600 0.83 | $1,002, 28 
DOS ssi cnocice pJikiacomuian ekidbabomad tend daub ekad | 40, 455, 800 | 1. 68 | 67, 854 
I } 120, 013, 300 1.43 171, 6% 
Brean 225s cil Eid cseceans toh tackbose -----..| | 42,352, 800 3.19 | 135, 213 
SOUS non tnhhadaddeth <hspih.badedd458d cdiediin bathddctsaces 2, 008, 000 | 5. 72 | 11, 434 
TI inthis arieinioaha ie aa E A IGS BE AES ES \1, MG, CORIG0O foi 52s: 1, 388, 481 
Estimated domestic coinage, fiscal year 1957 
| Number | Cost per 
Denomination of pieces thousand | Total cost 
| produced pieces 
i Sw ee aa nctingeatitliol IY 
1-cent 1, 093, 000, 000 $0. 77 $843, 300 
5-cent 90, 000, 000 1.65 | 148, 500 
10-cent 150, 000, 000 | 1.28 192, 200 
25-cent 60, 000, 000 | 2. 69 161, 600 
50-cent_.- 7, 000, 000 5. 06 35, 400 
epee SUL Ee ee Ga A ha tg 1, 400, 000, 000 1, 381, 000 
| 
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Estimated domestic _coinage-—Fiscal year 1958 
ee 


|_ Number Cost per 
Denomination | of pieces to | thousand Total cost 
| be produced pieces 
1, 427, 000, 000 | $0. : $1, 204, 000 
|” 100, 000, 000. | tS 172, 000 
| 172,000, 000 . 219, 000 
| 76,000, 000 2. 201, 000 
25, 000, 000 4. 44 | 111, 000 
\ 
| 


Total 


1, 800, 000, 000 } Ly. 


2. Processing deposits and issues of monetary metals and coins 


Appropriation base for 1958 $852, 000 
Budgét estimate for 1958 977, 000 


Increase over base 125, 000 


The cost of the deposit activity during the fiscal year 1956 amounted to 
$770,194. 

The deposit activity includes the cost of receiving deposits of gold and silver 
pullion from the public: disbursement of gold bars for industrial, professional, 
and artistic use, and other purposes; moving, shipping, storing, and verifying 
bullion and coin; receipt and recoinage of unecurrent coin; and costs incident 
to enforcement of provisions of the Gold Reserve Act of 1984. The type and 
variety of functions included in this activity preclude the use of meaningful 
unit costs. _However, some selected workload statistics are shown in the fol- 
lowing table: 

Selected statistics regarding deposit activity 


} 
} 


Deseription | 1956 actual | 1957 estimate | 1958 estimate 


| 

| 
Number of deposit transactions | 8, 752 8, 750 | 8. 750 
Gold receipts and disbursements (value $301, 648, 672 | $300, 000, 000 $300, 000, 000 

Sale of gold bars for industrial, professional, and artistic use | | 

(value) | $22,340,915 | $22,000,000 $22, 000, 000 
Silver receipts (fine ounce 70,113,194 | 89,200,000 | — 268, 800, 000 
Silver disbursements (fine ounces 11, 452, 866 800, 000 | 800. 000 
Tneurrent coins received (pieces 31, 353, 520 31, 000, 000 | 31. 000, 000 


Stocks of unrefi ned bullion at close of fiscal years (tons) 


Denvel New York /San Francise 


1952 717 630 | 256 
1953 689 | 649 | 324 
1954. 730 | 684 | 299 
1955- | 696 715 | 277 
a on | 741 70 | 213 


As indicated in the above table, stocks of unrefined bullion at New York have 
been steadily increasing, and that material should be processed through the 
electrolytic cells. Refinery personnel at the New York assay office have been 
engaged for several years in a reimbursable silver-melting program for another 
Government agency. That program was completed during fiscal 1956, and 
the refinery was opened on a limited basis during that year. 

It is estimated that the cost of refining will amount to $532,000 during the 
fiseal year 1957, with the operation of electrolytic refineries at San Francisco 
and New York. 

The program for fiscal 1958 calls for continued operation of 2 refineries, with 
an estimated cost of $560,000 
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5. Executive direction 


ee ree Ee $135, 00 
I SO Or Tihs tienen tininnnnnnnnaiicinion 135, 0 

ee 
PNT NNO TI st nasctcineish mils pa dochcemetaiih atadinai asin aiciansinticlseennnnsnisiniinnstilii 0 


The cost of this activity, which amounted to $123,574 in 1956, includes th 
salaries, and related life insurance and retirement costs, of the top executiyg 
and assistant in the large mint offices, and the head of the Fort Knox bullig, 
depository. It is expected that all positions will be filled through fiscal years 
1957 and 1958, with a cost of $127,000 in 1957 and $135,000 in 1958. 


STATUS OF LEND-LEASE SILVER 


Mr. Gary. Mr. Brett, what is the current status of the lend-leag 
silver? How much was loaned, to whom; how much has been returned, 
by whom; how much remains to be repaid, and from whom? 

Mr. Howarp. You want it by country and ounces? 

Mr. Gary. Yes. 

Mr. Howarp. Australia, 11,773,093.09 ounces: 

Mr. Gary. Would you merely insert that information in the record! 


Mr. Howarp. I can say thismuch. There are about 410 plus million 
loaned. 


Mr. Gary. Those are ounces? 

Mr. Howarp. Yes, sir. There has been returned up to the present 
time 127 million ounces plus, and there remains to be returned 28} 
million ounces. That is in round figures. 

The countries that have returned part or all are Australia—and, in 
cidentally, we have taken it in and have not handled it. That is, we 
just took it in and we have to verify it later on. 

Belgium has returned all of theirs. 

England has returned about 69 million out of 88 million. 

Ethiopia has returned none out of 5 million. 

Fiji Islands has returned none out of 196,000 ounces, but that will 
be returned by the British. 

India has returned none out of 226 million, approximately. 

Netherlands has returned 47 million out of 56 million. 

Saudi Arabia has returned none out of 22 million. 

We are at the present time getting some of the Netherlands back, 
and we are also getting some of the British back. 

Mr. Gary. Off the record. 

( Discussion held off the record.) 

Mr. Howarp. These agreements call for return 5 years after ter- 
mination of the emergency, which will be April 27, 1957. These coun- 
tries that are returning, and have returned, are doing so in advance 
of the time when they had to return. 

We have in our estimate for this year $125,000 to cover the return 
of some of this silver. Particularly we are thinking about the Indian 
silver. That is a large amount, and it will run into quite a few tons; 
in fact, about 10,000 tons of metal are involved in that operation. 

They so far have about 8,366 tons in the form of coins, a coin which 
has 4 alloys—silver, copper, nickel, and zinc—and they have about 
1,817 tons in the form of fine silver. 

Mr. Gary. What was the basis of these loans? 

Mr. Howarp. During the war we had accumulated quite a bit of 
silver under the Silver Purchase Acts which were enacted in 1934 
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These countries needed silver in the war effort not only for monetary 
urposes but in some cases for industrial purposes. The silver lend- 
ee agreements were separate agreements from the other type of 
jend-lease; and they provided for returning this silver. There was 
sme provision for postponement of a couple of years in some cases 
where it was mutually beneficial to both sides. 

At the present time we have not been approached about the post- 

nement. We assume there will be no postponement. 

Off the record. 

(Discussion held off the record.) 

Mr. Gary. How much has been received during the past 60 days? 

Mr. Howarp. I do not have that broken down that way, but I can 
more or less give it from memory, and then fill it in. 

Mr. Gary. Just msert in the record the information we have re- 
quested. 

Mr. Howarp. All right, sir. 

(The information requested is as follows :) 


Treasury silver lend-leased to foreign governments 


[In fine troy ounces] 


Total | Amount 

Government amount returned Balance 
lend-leased to mint 

institutions 


1, Australia ‘ aah | 11,773,093 10, 006, 605 1, 766, 488 
2 Belgium. __ ‘ 261, 333 | 261, 333 | None 
3, England (U nited Kingdom) / sctibateaia 6 dscasaccanviininaobaiee 88,073,878 | 69,843, 803 18, 230, 075 
4, Ethiopia pea 5, 425, 000 | None | 5, 425, 000 
5. Fiji 4 196, 364 | None 196, 364 

: 225, 999, 904 | None | 225,990,904 
7. Netherlands : 56, 737, 341 47, 728, 690 9, 008, 651 
§, Saudi Arabia ___- nktaaiaeeaelal | 22,347,431 | None | 22, 347, 431 





Total _4 410,814,344 | 127, 840, 431 282, 973, 913 





Amount of lend-leased silver returned to United States mints in the last 60 days 


From— Fine ounces returned 
United Kingdom j 12, 376, 677. 21 
Netherlands______~- sceiacaiiekdabacabeaateie : 929, S85. 40 

Mr. Howarp. The Dutch have slowed down because of some opera- 
tional problems. They are getting most of their silver out of coins. 

The English in the last 60 days have been coming through with 
theirs fairly well. I believe within that 60-day period the Australian 
silver came in, but we have not the force to handle that right now, par- 
ticularly at the time the Australian silver came in. We were heavy on 
ein then so we put it all in a compartment and have it locked up and 
we will have to verify it when we get the time. 


ADDITIONAL GUARDS REQUESTED 


Mr. Gary. Why are additional guards needed at this time? 

Mr. Howarp. We had a survey “made by the Secret Service of our 
institution and as a result of that survey they recommended seven 
additional guards. 

Mr. Giary. How many were authorized in fiseal 1956? 

Mr. Howarp. I do not beliars there were any. 
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Mr. Brert. No additional. You mean total number of guards? 
Mr. Gary. How many positions were authorized in fiscal 1956? 
Mr. Howarp. ‘There should be 7 from 185, or 128 positions. 

Mr. Gary. Will you give us on the record how many positions wer 
authorized in fiscal 1956, how many guards were on the payroll on June 
30, 1956, and how many more were on the payroll.on December 31, 
1956? 

Mr. Howarp. Yes, sir; we will insert that in the record. 

(The information oe is as follows:) 


There were 148 guards on the rolls on June 30, 1953, and that number wag 
reduced to 136 by June 30, 1954. It was stated in the justification for the 1956 
appropriation that there would be a further reduction due to the closing of the 
Seattle assay office, and funds were included in that request for 133 guards 
Since that time, the number of guards has decreased further through retire. 
ments and transfers, and savings realized from the nonfilling of vacancies haye 


been used to increase domestic coin production. The mint:now has an author. 
ized strength of 128 guards. 

While there were only 122 guards on the rolls December 31, 1956, 3 additional 
guards were added during January, and it is expected that the authorized 
strength of 128 guards will be on the rolls before the end of fiscal year 1957 
The full authorized protection has been maintained by working guards over. 
time, and by the temporary assignment of personnel other than guards to the 
protection activity. 

The Secret Service surveyed the protection activity in the mint, and their 
recommendations require 135 guards, an increase of 7 over the number presently 
authorized. 

LEND-LEASE SILVER 


Mr. Canriecp. Mr. Brett, I am not quite clear in my mind regard- 
ing this return of lend- lease silver, be it as the result of war effort ot 
whatever it may be, return of which now is due. 

When we speak of the war effort, of course, we refer to the World 
War II. 

Mr. Howarp. World War IT; yes, sir. 

Mr. Canrietp. You mentioned a 5-year limitation. 

Mr. Bret. Five years after termination of hostilities. That was 
some time after the end of the war. 

Mr. Canrtevp. Off the record. 

(Discussion held off the record. 


GOLD 


Mr. Canrrexp. Recently I read about extensive shipments by Bri- 
tain of gold to our country. What did those shipments involve? 

Mr. Howarp. I am not aware of extensive shipments. From time 
to time we do get gold from various countries, and it is possible for 
gold to come here from a country without coming to us and coming 
into the Treasury’s account or the mint’s account. They might ship 
the gold to the Federal Reserve and earmark it. 

The mint’s gold is owned by the United States Government and the 
gold that is on earmark here is not in the mint but in the Federal Re- 
serve bank. 

Our holdings are around 22-plus billions, and I believe the latest 
figure I saw, and it is published monthly in the Federal Reserve Bul- 
letin, is about 7 billion earmarked. It may be up or down a little. 
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We have received and are receiving right at the present time 300 
million in gold, but that gold is gold which has been held on earmark 
for the International Monetary Fund and was sold to us about 10 days 
ago. There have been articles about that in the paper. 

Mr. CanFietp. That comes from where? 

Mr. Howarp. The International Monetary Fund. 

Mr. CAnFrecp. The shipment comes from where? 

Mr. Howarp. Federal Reserve Bank of New York. It has been on 
earmark there for them. 

Incidentally, in our statistics in this budget we say we will get 300 
million in gold this year and this 1 deposit is 300 million so our sta- 
tistics are a little off. 


OVERHEAD COSTS CHARGEABLE TO REIMBURSABLE WORK 


Mr. CAaNnFretp. You tell us— 






A proportionate share of our overhead cost is charged to reimbursable opera- 
tion. When we have a large reimbursable program as at present a substantial 
portion of our overhead cost, which ordinarily would be paid from the appro- 
priations, is paid from reimbursements. 

Will you tell us what that means? 

Mr. Howarp. We get money from two sources. One is from you, 
money you give us in appropriations, and the other is for the work we 
do for others, reimbursable work. 

Let us start with the supposition that we are only doing work for 
Congress, manufacturing domestic coins and other regular functions. 

Under those conditions 100 percent of our overhead is charged to 
that work. Our cost figures will show that. 

Now let us introduce some reimbursable work. Let us say we take 
on a reimbursement order, work done for others. 

We immediately 

Mr. Canrievp. Such as what? 

Mr. Howarp. Foreign coinage or proof coins. Immediately we 
apply factory overhead. We apply that on the basis of direct labor 
cost. So we immediately take some of our overhead which would 
have gone to our direct program and put it over on our reimbursement 
program which frees our appropriated fund for direct work. 

In addition to that, our administrative overhead also is apportioned. 
It is apportioned on another basis than direct labor. It is apportioned 
on the basis of what we have estimated to be the attention given to each 
function. So when we take on this reimbursable work that becomes an 
attention problem, let us call it, and we apply some of our administra- 
tive overhead to that. 

A great many of the same people are running the plant. You won’t 
have any more superintendents of mint institutions because you have 
reimbursement work. You will not have an additional head assayer 
and many others. It goes clear down to the foreman. You will not 
employ foremen unless you have to put on extra shifts. There is quite 
an absorption. 

There is another thing which does not appear in the format of the 
Government budget, but sometimes you go a little bit better than charg- 
ing overhead. You make something called profit. There isn’t a place 
in the budget format for that word “profit,” and we do try to do our 
work at cost, including this overhead cost we talk about. However, 
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sometimes conditions arise where we do make a profit. I would like 
to give an example which is taking place right now. 

When we put a price on proof coins, that 1s a coin made for collectors 
we set a price of $2.10, which included postage. Normally those coing 
were bought by collectors in 1 and 2 sets, maybe 3, maybe 5. 

For some reason or another some persons have decided that these 
coins are good investments. As I say, they are paying $2.10 for 91 cents 
worth of coins. The rest of it is for manufactur ing them, packaging 
them, postage, and insurance for shipping them, 

This group is buying them in quantities to sell at a later date, 
They. are bought by the thousands. When we get an order in for 
1,000 we get 1 letter the same as we would get if we received an order 
for 1 set; we get 1 check; our processing through the clerical end, 
which is quite heavy , and other cost which mounts up when you han. 
dle correspondence, is the same when we get a thousand sets in 1 order 
as it is on a small order. 

When we start shipping, instead of paying postage on one set we 
ship by express, insurance is cheaper in bulk quantity, and so forth 
oa soon. There enters in this other element namely profit, as you 
can see, because we are charging more than it is actually costing us 
to do the work. 

The next question is Why don’t we reduce our cost ? 

We feel that this group that is buying these may stop. They have 
gotten up to where they are buying a tremendous lot of these coins, 
Or they may do what they did last year. They bought so many of 
them last year that on August 1 we had to limit the or rders to 1 and 9 
sets, which automatically ran up the cost. 

So we cannot reduce the cost because immediately we might have 
to change, and these things are sold on the basis of the date on them 
and you cannot very well charge different prices for the same year 
to different customers on the same thing. ‘The Government cannot 
very well do that. 

We have this element in there which is absorbed in overhead, and 
so forth, and frankly that is why we have been able to produce many 
more coins that we would have been able to produce had we not had 
that reimbursable work, and if that reimbursable work falls off our 
costs are going up in the sense that costs that are now being applied, 
that is overhead costs that are now being applied, to this work will 
all fall on regular direct work. In addition this element of profit 
that we are making will, of course, disappear 


SALE OF PROOF COIN SETS 


Mr. CanrieLp. The people who order these so-called proof sets, are 
they in the main folks who have this hobby of collecting coins or are 
they folks who perhaps like to give as gifts these rather attractive 
items ? 

Mr. Howarp. Both of those are in there. I hesitated to use this 
word up to now, but I believe there is an element of speculation in it. 
People are definitely speculating. I will tell you why: The sets we 
made back in 1936, even as late as 1950—and we discontinued making 
these during the war and resumed in 1950—those 1950 sets which were 
bought for $2.10 are now selling for $40 plus a set. And I believe they 
are selling for more. There have been some sales above that, quite a 
bit above that. 
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Mr. CANFIELD. When were they purchased ? 

Mr. Howarp. 1950. 

There were only 51,000 sets sold in 1950. That is the round figure. 
In this past year we delivered and sold about 669,000 sets. 

We could have sold more, because we did limit sales after August 1. 

Mr. CanrieLp. These items of coins become unique and valuable be- 
cause of the limitations, I take it ? 

Mr. Howarp. That is right. After the year ceases, that is all there 
are. All of the 1950's that ever are going to be produced are produced. 

Mr. Brerr. I think the buyers fall really into about four categories. 
There is strictly the collector who should have two sets to display, and 
then the average collector likes to have an additional quantity that he 
ean trade, and ‘he may buy 5 sets or 10 sets. Then-there are the legiti- 
mate dealers, such as Gimbel’s and Woodward & Lothrop, who prob- 
ably buy 1,000, 2,000, or 3,000 sets for resale. 

But then in the past year or so there has developed this element of 
strictly speculation. The doctor hesitates to use the term, but I think 
we have enough indication in our files to show that there has been 
strict speculation, people who are not really interested in coins or in 
the collection field. 

(Discussion held off the record.) 

Mr. Howarp. This thing has bothered us to the extent that we have 

iven it a lot of thought and have written a memorandum and have 
talked to the Bureau of the Budget about the effect this does have on 
our cost. 

I would like to say that the timing on it is bad. We operate on a 
fiseal year basis from a budget point t of view, and this operates on a 
calendar-year basis, because they are after a coin of a certain calendar 
year. 

Let us see what happens. 1957 is just starting. We are deluged 
with orders right now. I believe sets involved are something like 
650,000 that we have on order already. Checks are pouring in, our 
paper work is bogged down, and we don’t want to hire more people. 
We are out trying to get machines to verify these things, and so forth, 
and it is hitting us right now. 

Well, we have to start producing them in large quantities to fill 
orders. We have to put our force over and start producing them. 
We are producing them very heavily. We have 3 shifts on now 7 
days a week. That is taking place in this second half of the fiscal 
year. 

It cuts into our domestic work to a certain extent, but we could not 
do the domestic work without the money we get from this, as much 
domestic work as we are doing. 

Now comes July and we will pretty well have this whipped, we 
hope. Then we will be wanting to produce heavily on domestic. 

Then the question comes as to ‘how to apportion our money through 
the year. We know that come January 1, 1958, we will get some 
more proof coin orders but we won’t know how much. We would 
like to make our domestic coin program as peaked as we can get it; 
in other words, right at the top i. satisfy the demand during that first 
6 months’ rush in the fiscal year. However, we are afraid of what 
will happen in the second 6 eile because we do not know how to 
depend on this. It is not a definite thing, so our timing is bad. 
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We might find out, and this might happen, that this year we will 
turn money back to you on July 1 because of this heavy proof-coin 
business during the second 6 months of the fiscal year, and by the 
time our appropriation expires we will be turning money back to you, 
We are down here now asking you for money to operate next year, 
and we want the extra funds. ‘particularly to go heavy on domestic 

sroduction in that first 6 months of the fiscal year. There is a possi. 
ility if the proof-coin orders are heavy next year we will turn money 
back to you in July 1958. 

That is how it works. 

Mr. Brett. On the other hand if that proof-coin business blows Up, 
and we have to supply the proof-coin business in a limited quantity in 
1- and 2-set orders, we would make no money on it and would not be 
able to ‘absorb overhead on it, and it is liable to do that. 

It is a fad that could disappear just as quickly as it started. 

Mr. Canrretp. What does the proofing of these coins involve in the 

way of technical mechanics? 

Mr. Brerr. We start right from the melting point to produce'special 
ingots specially cleaned; we scarf them, cut the surface off them, roll 
them specially, and handle them all the way through. They cost 
a great deal more than our domestic coins. They cost a great deal 
more than the 91 cents represented for the domestic coin. 

Mr. Howarp. We roll those ingots through a polished roll; our dies 
are specially polished; the dies are br ushed between each operation; 
and, instead of using a toggle press running 145 revolutions a minute 
we are using a press that “strikes a coin twice actually. We take the 
coin in and out by hand, people working on them have white gloves 
so they will not ruin them with fingerprints. They do not ‘adapt 
themselves at all to large-scale production, but we have put in some 
innovations that have helped us. 

Mr. Brerr. Rejections run very high. 

Mr. Howarp. They reject them for a shadow on them. 

Mr. Brerr. They are perfect coins. 


MANUFACTURE OF FOREIGN COINS 


Mr. Canrrevp. Do you make coinage for other countries and for 
private enterprise ? 

Mr. Howarp. Yes, sir. In the last calendar year we made coins for 
the Dominican Republic, FE] Salvador, Haiti, Honduras. 

The Philadelphia Mint had coinage orders, Honduras particularly, 
they had a large order in last year, and we had to postpone it. because 
we were on domestic coin: ge. 

Now Philadelphia’s production for the next 3 months, a great deal 
of it, will be devoted to making foreign coins. 

We try to work it out at a time when it does not interfere with our 
regular coinage production. 

Mr. Canrtetp. You have commercial operations, too? Do you 
make any kind of a metal object for private enterprise? 

Mr. Howarp. No. 

Mr. Brerr. We make Congressional Medals authorized by act of 
Congress. 
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SILVER DOLLARS AND HALF DOLLARS 


‘Mr. Steminskt. What is the status of the silver dollar? : 

Mr. Brerr. Status quo. We are losing a certain number, putting a 
certain number into circulation every year. We still have plenty of 
them, and there is no indication there is any reason for our coining 
any more silver dollars. 

Mr. Sreminsxt. Off the record. 

. (Discussion held off the record.) 

Mr. Sremrinskr. What is the status of your half dollars, Mr. Brett? 

Mr. Brerr. We are down to zero inventory in the mint. Our pro- 
gram calls for the manufacture of 13 million this year and 17 million 
m fiseal 1958, I believe. e Sie 

Mr. Siemrnsxi. If we were to cut down on our paper-printing in- 
ventory, paper dollars, could we start moving some of these silver 
dollars into circulation successfully ? 

Mr. Brett. I don’t think you would have any success in getting 
people today to transfer the value they have in their billfold which is 
so nice and compact. , 

» Mr. Howarn. I think, sir, one thing we sometimes forget when we 
talk about silver dollars is that people can get all they want right 
now. 

Mr. Sreminskr. In any bank they can ask for them. 

Mr. Howarp. They can ask for them but wouldn’t get them because 
the bankers have found out from experience, people ask for them, 
get them, and they come right back. They don’t carry them because 
they don’t want to handle them. : 

Mr. Sreminskt. To use the promotional aspects of American indus- 
try to get these things into circulation for prize money, that has been 
used, but 

Mr. Howarp. It has been used, and not only that but several years 
ago we had an Assistant Secretary of the Treasury who tried to 
popularize silver dollars by paying Government employees off with 
them. They were all hauled back the next day. 

Out west they are used, and we have a good demand for silver dol- 
lars in some places. I often say it is probably where they have good 
strong pockets, where they wear blue jeans or something, because you 
certainly need something to hold them. 

Mr. Sremrinsxrt. How about the mining areas and lumber areas 
where paper becomes fragile? 

Mr. Howarp. That is right. 

Mr. Stemtnsxt. Off the record. 

(Discussion held off the record.) 

Mr. Brett. The schedule for 1957 was 7 million pieces of half dol- 
lars and in 1958 it was 25 million. I wanted to correct my previous 
statement. 


Mr. Steminskt. Have you a replacement schedule as you see coins 
that are being worn thin? 


Mr. Brett. When the unfit coin comes back from the Federal 
Reserve bank; yes. 

Mr. Howarp. That is up to the commercial banks. When thev see 
a coin not fit for circulation they withdraw it. It goes to the Fed- 


eral Reserve bank and back to us. We have nothing to do with the 
withdrawal. 
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CLOSING OF SAN FRANCISCO MINT 


Mr. Sreminskr. The closing down of the San Francisco Mint hasn't 
affected your production adversely ; has it? 

Mr. Brett. I would say this: With the funds allotted to us, if we 
had been obliged to operate the high cost San Francisco Mint we 
never could have produced the volume of coins we have by using those 
funds in Denver. 

Mr. Sremrnskt. I would like to see that Philadelphia Mint again, 
I saw it when it was somewhat of a museum piece. I would like to 
see what you have done with it. It must be a wonderful job. 

Mr. Brerr. We ended up the formal statement with an invitation, 
I would appreciate your putting off that visit until we really have 
something to show you. It is a mess right now. 


SALE OF SURPLUS SILVER 


Mr. James. I suppose if you were to undertake to unload some of 
your surplus silver onto the market for people who manufacture sil- 
verware and chemicals that you would have a silver mining industry 
on your back any minute; would you not ? 

Mr. Brerr. Mr. Tate and Mr. Howard can give you the quantities 
of silver we have sold in the past. 

Mr. Howarp. I believe I had better clarify that. There is a law 
on the books which authorizes us to buy all the newly mined domestic 
silver that is tendered to us. It is mandatory. The return to the 
depositor is 9014 cents an ounce. 

That same law provides that we can sell silver at not less than 90% 
cents an ounce, so we have made a spread in our selling price to where 
we price it at 91 cents F. O. B. San Francisco. The reason for pric- 
ing it at that price in San Francisco is because all the consumers are 
on the east coast, and they would buy it on the east coast, and even- 
tually we would be shipping silver across the country and the Govern- 
ment would be paying for the transportation. 

Here is what happens: The price of silver goes up above 90% 
cents, up to 91 cents, plus transportation costs from San Francisco, 
We will sell silver to industry, but that same price rise causes the 
newly mined domestic silver to stop flowing to us and in turn into 
the market. It has a tendency then to depress the market, so it is 
on a line at about 9134 cents. 

We, in effect, put a ceiling on it, and to some extent have a floor under 
it, but that floor under it can fall through because the production of 
silver in the United States is relatively small compared to world pro- 
duction, and, therefore, if there is a break in the world price it will 
break down below the 9014-cent level. 

Mr. JAmes. What is it currently ¢ 

Mr. Howarp. About 9134. 


SALE OF PROOF COIN SETS 


Mr. James. This little sideline that you have called a reimbursable 
operation, selling proof coins; Is there a likelihood that that might 
actually continue because the collectors will be able to value collections 
of that sort pretty high in the future on the basis of sets in continuity 
of date? For instance, a set of 1956, 1957, 1958, and 1959 might be 
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worth a lot more than a set of only 1957's and 1958’s. Isn’t there a 
likelihood that it might actuaJly be kept alive and keep going? 

Mr. Brerr. We think it will keep alive, unquestionably. ‘Tt I per- 
sonally would make a prediction, I will say that in the next 10 years 
the mint could manufacture not less tha 160,000 sets a year. I might 
even venture 200,000 sets. 

But I think the extreme is subject to a great deal of fluctuation. It 
is in those times where we have a margin. 

If it developed we would sell 100, 000 sets a year for 3 consecutive 
years that would mean it would be sold in small quantities, and we 
might have to increase the price of the proof sets to cover our costs, 

Mr. James. This little sideline doesn’t add anything to my favored 
question on seigniorage, does it, any more than ordinary silver coins? 

Mr. Howarp. That is right. 

Mr. James. Off the record. 

(Discussion held off the record.) 


QUESTION OF COMMERCIAL SOURCES SUPPLYING ROLLED METAL DIRECTLY 
TO MINTS 


Mr. JAmes. I note this one little sentence: 


In order to take full advantage of the low cost melting and rolling equipment 
at Denver, large quantities of minor coinage blanks are being processed at Denver 
and shipped to Philadelphia for completion into finished coins. 

That takes me back to questions I asked 5 or 6 years ago about why, 
when you were handling those small size ingots down there, you 


couldn’t have rolled metal sent to the mint and probably make a more 
eficient operation by having that part of the work done for you. 

I recall at the time a statement was made that the cost of shipping 
the rolled metal to the mint and then shipping the waste metal else- 
where for disposition, would be extremely high and probably elimin- 
ate any advantage you might have in buying larger size ready rolled 
sheets. 

Mr. Brerr. Mr. James, I am firmly convinced, after watching this 
operation for almost 3 years now, of the fact that we have a standard 
product, all our ingots are the same, we roll on the same rolls, the 
same type of equipment, the only variation in the five denominations 
we are rolling is how thin we roll it. We stop at the half dollar after 
so many passes, go on to the quarter with a few more, down to the 
nickel, the cent, and on down to the dime. 

I don’t think there is any commercial establishment, and there are 
some marvelous people well equipped in the brass industry especially, 
who can produce at as low a cost as the mints can produce because of 
our advantage in standardization. All these brass and rolling mills 
today are jobbing mills with a wide variety of product. 

Then you get into silver and controlled monetary metals, but from 
a good practical basis, and with all the arguments of returning every- 
thing to free enterprise, which I am in favor of, I am satisfied that we 
are doing a better job, and if any brass manufacturer were intelligent 
he wouldn’t want to touch the business of furnishing us coils with a 
40-foot pole. 

Mr. James. You mean from the price standpoint ? 

Mr. Brerr. Pricewise and also when we have to have them we will 
get them, and when we don’t want them we will not take them. 
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I am thoroughly convinced that the mint in that melting and rolling 
operation is a very sound logical basis for continuation and not con- 
sider going to what appear to be larger and better ace plants, 

Mr. James. My only quarrel with your operation in that. respeet 
was the fact you were handling such a small ingot. 

Mr. Brerr. Come back to Philadelphia July 1. 

Mr. James. If you have increased the bite on that thing you have 
eliminated any arguments I had for buying rolls of sheets. 

Mr. Brerr. You never went to San Francisco, did you ? 

Mr. James. You were fiddling around with little bits of ingots 
down there. 

Mr. Brerr. You never went to San Francisco, did you? 

Mr. James. No. 

Mr. Brerr. They used 14 pounds in San Francisco. 

Mr. Howarp. To bear out to a certain extent what you said, we 
shipped all of the 1-cent blanks which we made into coin in Phila. 
delphie in the last 6 months from Denver and we shipped 20 percent of 
our nickel blanks from there. The 25 million blanks we got out-of 
the coils that we purchased on the outside represents about 60 percent 
of Philadelphia’s production, so 80 percent of Philadelphia’s 5-cent 
production and 100 percent’ of its 1-cent production was from blanks 
gotten elsewhere. 

Now when we ordered these blanks from the outside, our first bids 
that came in from several companies, showed that our best bid to buy 
25 million blanks from the outside would cost us $101,135 more than 
producing them in the Philadelphia Mint even with the small ingot. 

We thought maybe we had hampered competition by asking for 
blanks. We thought perhaps if we stepped back and got coils a 
strips we would bring more bidders in. Even though we were trying 
to get through a crucial period without hiring additional employees 
we did step back, which meant that.we had to take over the blanking, 
and so forth and so on. 

Even then the excess of what we paid over what we could have pré 
duced them in Philadelphia on the 25 million blanks was $26,360. 

Denver’s production cost is probably one-half that of Philadelphia, 
almost one-half. 

Mr. James. Of course, the improvements there in Philadelphia in 
a general sense will show. 

Mr. Howarp. In Denver we are handling about a 420-pound ingot, 
nickel ingot, 460-pound silver ingot. It drops down a little in copper 
It isa large-scale operation. 

Mr. Brerr. For example, in your silver field, I am very sure that is 
a much larger silver ingot than Handy and Harmon, who are the 
largest silver producers, have. I have forgotten their exact figures 
but I think we are four times as large. 

Mr. Howarp. Their ingot is about 100 pounds and our silver ingot 
is about 460. We are the leader in the field and nobody has caught up 
to us in that. 

Mr. Bretr. But the principal advantage is the fact that we are 
standardized. It is the same thing day in and day out. We are not 
a jobbing plant where we switch alloys and switch from day to day. 

Mr. James. Far be it for me to hunt for a reason to pick a quarrel 
with the management of the mint. 
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DIFFICULTIES IN DETERMINING FUND REQUIREMENTS 


Mr. Sreep. Mr. Brett, this problem you have of trying to fit your 
operations into this reimbursable-type work, along with your direction 
on domestic production, and the problem that the calendar year poses 
as against the fiscal year, do I understand correctly that the best an- 
swer probably to your problem is to permit you to go ahead and take 
full advantage of the reimbursable side of it, and then if the bottom 
falls out, the only thing we would have left to do would be for the 
Congress to bail you out of whatever consequences you might face by 
virtue of having taken the first 6 months of the fiscal year for your 
domestic production. 

Is that a pretty fair assumption ? 

Mr. Brerr. Yes, that is a fair basis on which to put it. 

Mr. Streep. That way you can eliminate the doubt as to what next 
year’s reimbursable program might be and just assume that it is going 
to be about like the year past until it fails to be that way, and the only 
problem we would have in case you did not have the reimbursables that 
you had counted on would be for the Congress to make whatever ad- 
justment necessary to bail you out for the rest of that year. 

Mr. Brerr. There is just one angle of that which always distresses 
us. As you know, the peak of our coin demand starts in September and 
runs on until Christmas with the Christmas trade hitting the top, and 
for some reason or other Congress as a rule does not work during that 
particular period of time. There is always a danger—I have that 
twisted now, have I not—at the time that, we are badly up against it, 
which accumulates in the spring, and to give us time to. plan for the 
fall demand, either you are not available to give us more money, or 
we do not have it. 

Mr. Howarp, There is one thing I wanted to comment on, and 
that is the words “bail us out.” I would like to understand just.what 
ismeant by that because (1) we have a law on the books, I believe, that 
prevents us from running deficiencies on our own. We have to report 
that to the Congress and so forth and so on. 

If I understand what you mean, you mean that we are not alone, and 
if we get in a hole, we will be bailed out. A lot of times there is no 
one there at the right time to do the bailing, and then it means severe 
curtailing of our operations and what we call “apple days” at the 
mint develop. We have had such days when we laid off employees for 
amonth or something like that. 

The thing that we would rather do is to have you people appropriate 
and then we would turn back any savings. I believe that we have a 
fairly good record on that. We have turned back in some years when 
we have had a decrease in our workload as much as $1 million. 

Mr. Streep. Well, I was coming to that, but anyway that is what I 
mean by “bailing out.” In other words, we realize that you have this 
uncertainty and that your operations sometimes compel you to more or 
less gamble on what the second half of the year might be, which could 
only be governed either by coming in for a deficiency or having had a 
suflicient appropriation in advance, and if you did not use it, you just 
turn it back. 

_ It seems to me that as long as we understand here what that problem 
sand go along with you on what your estimates are, we can remove 
you from actually getting into a bad situation. 
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Mr. Howarp. The last time that we asked for a supplemental I be. 
lieve it was granted to us on June 10. Wehad exactly 20 days in which 
to do something with it, and we did a little something with it. We 
bought a few supplies, and so forth, and then we got a report written 
on us criticizing us for spending money in the last month of the fiseal 
year. 

Mr. Streep. The thing I am tryig to get at is that I can see her 
you have a situation beyond your control but compels you to have some 
flexibility as to your operations, and I was just trying to see what 
would be the best answer to it. Certainly, as long as this committe 
understands this peculiar problem and can help supply you with 
whatever you need, since to me it all comes out of the same bin, you 
have the assurance that you can have a steady operation. 

Mr. Howarp. Yes, sir. 


RETURN OF LEND-LEASE SILVER 


Mr. Streep. One more question, and then I am through: 

When we received this silver back from these foreign governments, 
you mentioned, for instance, that quite a quantity of silver loaned out 
to India was in coins that had alloys mixed with them. 

Does the Government of India take the silver out of those coins or 
do you have to do that after you get them back? 

Mr. Howarp. Our agreements call for them to return the silver in 
the same form in which they got it. The responsibility of refining 
those coins and returning to us pure silver is theirs. 

Mr. Sreep. Well, now what would you do in the case of a govern 
ment that had no facilities for that? Could they contract with you 
to do it for them, and do it that way? 

Mr. Howarp. We could not do that type of job on that large a scale, 
It would be uneconomical. That would be a commercial operation 
with us. They would have to get a commercial operation outside. 


DEMAND FOR PENNIES 


Mr. Sreep. I noticed in your justifications that you make a tremen- 
dous quantity of pennies? 

Mr. Howarp. Yes, sir. 

Mr. Sreep. What percentage of your total coin production is im 
pennies / 

Mr. Howarp. Well, normally it would run around 60 or 65 percent, 
but in the last 18 months it has been about 83 percent. 

Mr. Sreep. Have you ever made any studies as to what the attrition, 
or whatever else it is, makes such a demand for these coins, especially 
pennies ? 

Mr. Howarp. Well, we know what makes the demand for them 
The attrition part is very hard to figure. 

The thing that makes the demand is the fact that there has been 
a change in the monetary habits of the public. We have sales taxes, 
vending machines and all types of odd pricing such as $3.98 and so on. 

The attrition end of it is hard to estimate. We know that during 
periods of good times people have a habit of taking their small change, 
particularly their pennies, and pitching them in a box or dressef 
drawer or something like that. I have been a little prosperous once 
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; or twice in my lifetime and then later on was not quite so prosperous 
and I got the pennies out and used them. As I have often said, the 
© | next thing is to gather up all the bottles around the house and get the 
m deposit on them. 
. owever, apparently it takes a terrific number of coins in good 
times, and it is much larger than the percentage of business increase 
| hecause, apparently, people do get careless with them. 
«| Mr. Sreep. I was just curious about that figure. It amazed me, to 
at lip honest with you, that with all the pennies you make you still need 
ih iomake so many of them, and that it finally gets to be actually colos- 
al in the amount of pennies that have been put into circulation. 
1 Mr. Brerr. I can point out another example. I think I mentioned 
syear ago that as a result of Hurricane Connie there were floods in 
Pennsylvania and the Pennsylvania State Legislature had passed 
nother tax on cigarettes which meant that all the vending machines 
ad to go from a flat 25 cents to 26 cents on the smaller brands, and 
cents on the larger brands, which means that each pack had either 
ts, teents or 3 cents Pr into each pack of cigarettes. 
yy, | In the first hi at law went into effect on September 
j-we took back from. the Federal Reserve bank in Philadelphia 
or [5 million cents, and gave them none. 
In the last half of that year that bank took over 66 million cents. 
jn |Wehad a rough time filling that demand. 
ing Mr. Howarp. Incidentally, I smoke a cigar now and then, and today 
the man at the stand told me that all 10-cent cigars—when he sells the 
m- j¥ox out that he now has—will be 11 cents. That will be true on all 
ou |Popular brands of cigars, as I understand it from him. 
r. Sreep. Off the record. 
ale, | (Discussion off the record.) 
jon | Mr. Steminskr. Well, we have a lot of operations which use a great 
many pennies, such as your transportation companies and the demand 
lus Increased in the suburban areas. 
Mr. Brerr. There was an article in the Wall Street Journal in the 
hst 2 or 3 weeks to the effect that the “take” on vending machines in 
en- jthe year 1956 was about $2 billion. That is about 4 times what it was 
syears ago. 
This new increase in hot meals and soup and everything else, pro- 
;in Inded by the vending machines, amounts to $2 billion a year, and that 
Ball coin. 
ent, |} Mr. Steep. Off the record. 
(Discussion off the record.) 
ion, } Do you know how many coins are not going to come back? 
ally | Mr. Brerr. Well, there has not been an excessive flow back so far. 
Mf course, it is a little early to tell what the final picture will be. Of 
em, jurse, we are constantly anticipating the situation because of the 
large shipments: we have made, and the number which we have put into 
een jtrenlation. It is not unusual. 
xes, | Mr. Streminsxi. Children push a lot of pennies under baseboards 
yon, jitd down air ducts, and a lot of people lose them. 
ring | Mr. Brerr. A lot of the grown people go to Honolulu and throw 
nge, them to the divers and they throw quarters and half dollars, of course, 
eset |ilso. 
once | Mr. Stemrnsxri. Thank you very much, Mr. Brett, and thank you, 


rntlemen. 
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Mr. Brerr. It is good to see you, sir. 
Mr. Sremrnsxki. The committee will now stand adjourned, and yi] 
meet tomorrow morning at 10 o’clock. 


WEDNESDAY, F'epruAry 6, 1957, 
SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 
WITNESSES 


ROBERT W. MAXWELL, COMMISSIONER OF ACCOUNTS 

H. R. GEARHART, DEPUTY COMMISSIONER, DIVISION OF CENTRAL 
ACCOUNTS 

SIDNEY S. SOKOL, DEPUTY COMMISSIONER, ACCOUNTING SYSTEms 
STAFF 

EDMUND C. NUSSEAR, DEPUTY COMMISSIONER, DEPOSITS AN) 
INVESTMENTS 

ROBERT E. SMITH, BUDGET AND FISCAL OFFICER 


Program and financing 


1956 actual | 1957 estimate | 1958 estimate 


Program by activities: | 
1. Processing deposits of withheld tax payments -- j $980, 139 | $986, 640 $998, 086 
2. Financial reparting and maintenance of the Govern- | | 
ment’s central accounts _ -.- 1, 420, 373 
}. Accounting and reporting development and internal | 
audit 161, OOL | 72, 61¢ 187, 0) 
Processing investments, loans, claims, collections, and | 
surety bonds | 154, 141 151, 451 | 160, 63% 
5. Supervision of the Federal depositary system - 122, 664 | 135, 006 | 156, 875 
6. Executive direction 102, 747 | 104, 029 | 110, 657 


1, 457, 25 1, 541, 685 


Financing: | 


Total obligations = 2, 941, 065 | 3, 007, 000 | 3, 155, 0 
| 
Unobligated balance no longer available---- = 6, 935 | } 


Appropriation -- . 2, 948, 000 | 3, 007, 000 | 3, 155, 00 
| | | 
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Obligations by objects 


1956 actual 1957 estimate 1958 estimate 








Total number of permanent positions sea thiedins= Mwbe tain 365 369 369 
Average number of all employees | 361 | 365 | 365 
Number of employees at end of year 360 364 | 364 
‘Average salaries and grades: | 
General schedule grades: 
Average salary _- batis. : : ad $4, 927 | $5, 017. | $5, 065 
Average grade ea ; . GS-5. GS-6.0 | Gs-6. 






Personal services: | 
Permanent positions im a karan $1, 766,115 | $1,829, 986 | $1, 845, 541 










Regular pay above 52-week base = 6, 445 | 6, 445 
Payment above basie rates 5 | 7,699 | 7, 964 7, 964 

Other payments for personal services_....__...- — 2,861 | | 

’ i 
Total personal services_- ; | 1, 783, 120 1, 837, 950 1, 859, 950 
@ Travel splitted eesti tani acti oil 2,790 | 3, 500 | 3, 500 
(3 Transportation of things ~aiaktise : | 4, 109 | 4, 200 | 4, 200 
#@ Communication services oe 18, 521 19, 400 19, 400 
05 Rents and utility services__- ; r : 56, 153 | 57, 000 57,000 
Printing and reproduction. _-__- a; : | 119, 539 | 111, 800 | 111, 800 
@ Other contractual services : 15, 148 | 14, 500 | 14, 500 
Reimbursements to Federal Reserve banks- - -- 917, 236 | 935, 000 | 946, 000 
(8 Supplies and materials 8, 920 | 11, 500 | 11, 500 
#@ Equipment ee 13, 850 11, 500 | 11, 500 

11 Grants. subsidies, and contributions: 
Contribution to retirement fund < “ts ; 115, 000 

1%3 Refunds, awards, and indemnities = ! 1, 030 | 
16 Taxes and assessments 649 650 650 
Total obligations-__- i | 2, 941, 065 | 3, 007, 000 | 3, 155, 000 


Budget authorizations, expenditures and balances 






— —_— ae - — — 





| 
1956 actual | 1957 estimate | 1958 estimate 





















BUDCET AUTHORIZATIONS AVAILABLE | | 

| | 
Appropriation _ _. P ee ea de Rr ee $2,948,000 | $3,007,000 | $3, 155, 000 
Obligated balance brought forward__.......-- a 256, 266 236, 942 248, 000 
otal budget authorizations available__...............-- 3, 204, 266 3, 243, 942 3, 403, 000 














EXPENDITURES AND BALANCES | | | 
| 

Expenditures 
cae OF CRETOMS MICROTINAEIONS.. on. nc cedcndocccccccecccmoc-! 2, 704, 123 | 2, 759, 000 | 2, 893, 000 
mat Of prior authorigmtions «.......25 6 ncn g bk icc seen nscutt 255, 737 236, 942 248, 000 
Total expenditures ._................. i eae a rapes! 2, 959, 860 | 2, 995; 942 3, 141, 000 

Balance no longer available: 

Unobligated (expiring for obligation).....:..........--- O66 iRIsi. i.. BEN A.& 
_ eR ER a Fe a BL Jaki MO sizsict 08.3 RET AGE ans 
Obligated balance carried forward __.........:.....----.--.-- 236, 942 248, 000 | 262, 000 
Total expenditures and balances--........:...-.-.--- 3, 204, 266 | 3, 243, 942 3, 403, 000 














Mr. Passman. The committee will come to order. 

. The next item we will consider will be that of the request of the 
Bureau of Accounts, salaries and expenses. 

According to the information we are, the appropriation for 1957 
Was $3,007,000; estimate for 1958 is $3,155,000, an increase in the 1958 
request over the 1957 appropriation amounting to $148,000. 

At this point in the record we will insert pages 16, 17, and 18 of 
the justifications. 
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(The information referred to is as follows :) 
SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 


Analysis of appropriation base for fiscal year 1958 


PERRIN BROT OOIIRT ION. temas OO oo oe i ek _ $2, 925, 000 
Supplemental appropriation for 1957 


Total appropriation, 1957 
Additions: 
Activity No. 1. Processing deposits of withheld tax 
IIIT so chicscetah iene elasiacgeh cians eae ei ane ekineeince eoterecenaammaalinain artim: 
Activity No. 2. Financial reporting and maintenance of 
the Government’s central accounts_____..___________- 84, 427 
Activity No. 3. Accounting and reporting development 
and internal audit 11,27 
Activity No. 4. Processing investments, loans, claims, 
collections and surety bonds 9, 185 
Activity No. 5. Supervision of the Federal depositary 
ee se 3 _ , 9, 489 
Activity No. 6. Executive direction______-. : — 6, 628 


121, 445 


Appropriation base for 1958__- 3, 128, 445 
Increase over appropriation base for 1958 Seniebds 25, 555 


Appropriation estimate for 1958 3, 155, 000 


Increase or decrease from total appropriation, 1957___. =o 148, 000 


Comparison of appropriation base with appropriation estimate for 1958 


Appronrriation base | Appronriation esti- Increase (+) or 
for 1958 mite for 1958 decrease (—) 
Activity 


Average Amount | Average Amount Average Amount 
positions } positions positions 


. Processing deposits of withheld | 
tax payments : 2.0 $987, 086 2. $998, O86 
2. Financial reporting and mainte- | 
nance of the Government's | | 
central accounts 271.7 1, 541, 685 | a 1, 541, 685 | 
3. Accounting and reporting de- | | | | 
velopment and internal audit. 19.9 183, 886 | 9 | 187, 061 | 
. Processing investments, loans, 
claims, collections, and surety | 
ee ee al | 29.4 | 160, 636 | .4 | 160, 636 | _. 
. Supervision of the Federal de- | | | 
positary system _- | 24.7 144, 495 | ‘ 156, 875 | 
3. Executive direction ; be 13.3 110, 657 110, 657 | 
Increase | 
base ll 361.0 | 3,128,445 | 55. 3, 155, 000 | 
Adjustment in base (net) _- a +4.0 —121, 445 | aceoeicahien 
— ee eee eee }— ae 
Total, appropriation 1957, and | 
appropriation estimate for | 
De hbeccuseinteeeecec 66s 


365.0 |. .3, 007, 000 365.0 | 3,155,000 


GENERAL STATEMENT 


During the remainder of the fiscal year 1957 and for 1958, it is not contem- 
plated there will be any material changes in the major functions of the Bureav 
of Accounts. These functions relate to various fiscal operations including (1) 
control of appropriations made by Congress to the various departments and 
establishments; (2) maintenance of the central accounts of the Government 
relating to appropriations and receipts, expenditures, and related cash assets 
and liabilities; (3) preparation of monthly and annual reports to the Congress 
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including receipts, appropriations, and expenditures of the Government, and 
the Secretary’s annual report; (4) performance of disbursing functions for the 
dyil establishments of the executive branch of the Government except postal 
service, United States marshals, and certain Government corporations; (5) 
hpandling accounts and payment of claims in connection with uncurrent and 
stale checks; (6) handling claims and issuance of substitute checks for the 
entire Government service; (7) issuance of United States savings bonds to 
Federal employees under the payroll savings plan; (8) handling the details 
relating to the designation and the supervision of the Federal depository system 
including the deposit of taxes withheld; (9) administration of the Government 
Losses in Shipment Act; (10) approval of surety bonds and determination of 
ynderwriting qualifications of surety companies authorized to do business with 
the United States; (11) handling investments of various trust and other funds 
for which the Secretary of the Treasury is responsible; (12) supervision of 
Treasury accounting and participation in overall accounting and reporting pro- 
cedures for the entire Government service under joint accounting program; 
(18) development of regulations and administration of internal auditing for 
the Treasury Department; (14) accounting, billing, and collecting for lend-lease 
articles transferred and surplus property sold to foreign governments; (15) 
accounting for foreign currencies acquired: by the Treasury; (16) payment of 
international claims; (17) handling certain claims and judgments against the 
United States and the payment of private relief acts; (18) maintenance of 
records relating to authority of Government corporations and agencies to 
borrow from the Treasury, and loans made to such agencies; (19) liquidation 
of the residual fiscal affairs of certain agencies and commissions placed in 
liquidation; and (20) audit and appraisal of various trust and deposit fund 
accounts. 
EXPLANATION OF LANGUAGE CHANGES 


No changes in the appropriation language for the Bureau of Accounts will 
benecessary for the fiscal year 1958. 


Anal, sis of appropriation base 


| | ’ 
| Net change in base 
cation for 1957 | Adjustments in base | increase (+) or de- 


Appropriation allo- 


} 
Activity | 


crease (—) 


Average Amount | Redue- | Additions | Average | Amount 
positions | tions } positions | 


1. Processing deposits of withheld | | | | 
taxpayments 3 2.0 | $986, 640 | én $446 |_..-- | +3446 


nance of the Government’s | ‘ 

eentral accounts 274. , 457, 258 oat 84, 427 3. +84, 427 
. Accounting and reporting de- | | | 

velopment and internal audit__| .9 | 2, 616 ae WRI ess si Le +11, 27 
. Processing investments, loans- | 

claims, collections, and surety 

bonds | 29. 151, 4 Loins mal 9, 185 _ +9, 185 
. Supervision of the Federal de- | | 

positary system __. ct 2 135, 006 5 9, 489 —1.0 +9, 489 
. Executive direction... 3.3 | 104, 04 6, 628 +-6, 628 


Total...-- 365. 3, 007, 121, 445 | —4.0 +121, 445 











Net change in base 
i, Addition : 
Government contribution to civil-service retirement cost $115, 000 
Payment to civil-service retirement and disability fund 
effective July 14, 1957, pursuant to Public Law 854, approved 
July 31, 1956. 
Payment in excess of 52 weeks ‘ 6, 445 
Personal services for the fiscal year 1957, are based upon 
260 working days whereas the fiscal year 1958 will be 
based upon 261 working days. 


Total net change in base 
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Mr. Passman. We have with us Mr. Maxwell, Commissioner of 
Accounts. We will be pleased. to, hear from. you at this time,, My 
Maxwell, if you have a statement you wish to present. 


GENERAL STATEMENT 






Mr. Maxwetu. Thank you, Mr, Passman. 
Mr. Chairman and members of the committee, the estimates of 
appropriation covering the administrative expenses of the Bureay 
of Accounts for the fiscal year 1958 do not contemplate any change 
in the general character of its functions or work. Its administrative 
expenses are paid from two appropriations, the largest covering the 
disbursing functions of the Division of Disbursement. The remain- 
ing activities of the Bureau are covered by an appropriation for 
salaries and expenses for the Bureau of Accounts. We have re. 
quested $17,595,000 for the Division of Disbursement for the fiseal 
year 1958. The chief disbursing officer will be able to give the details 
on this estimate. - or the appropriation “Salaries and. expenses, Bu- 
reau of Acc ounts,” are requesting $3,155,000. 
No request is now rineloded for an appro ‘e iation to cover losses in 
shipment from the Government losses-in-s 
under the act of July 8, 1937. You will recall that the 
recommended to the $4th Congress that $500,000 be transferred from 
the account “Unclaimed partial pay ments on United States savings 
bonds” to the fund established under the Government Losses in Ship- 
ment Act to provide adequate moneys to pay losses charged to the 
fund. The proposed legislation passed the Senate, but failed to pass 
the House before adjournment. The adjour nment of the Congress 
came after the preliminary estimates for the fiscal year 1958 had 
bien submitted to the Bureau of the Budget. On the basis of a pro- 
jection of the then existing rate of losses charged to this fund, it 
appeared that there might possibly be sufficient funds to pay losses 
through the fiscal year "1958 and it was concluded that no estimate 
would be submitted with the regular budget. This account will be 
watched closely and in the event that an unusual claim should occur, 
appropriate action will be recommended to the Bureau of the Budget. 
The management program of the Bureau has continued to be a 
source of satisfaction, particularly in those activities which have a 
large volume of repetitive transactions to which the application of 
laborsaving devices and similar improvements in procedures can more 
readily be made. During the fiscal year, the total savings in the 
Bureau from these management savings were $615,000. The greater 
part of these savings, approximately 94 percent, was the result of 
carrying out management improvements in the Division of Disburse- 
ment. These savings have been projected into the budget estimates 
for the fiscal year 1958. Also, the estimates were based on a further 
reduction by anticipating economies from the use of new equipment 
which we expect to install during the current fiscal year. These 
management improvements will enable the Bureau to absorb approxi- 
mately $131,000 of its contribution to the civil service retirement 
fund at the rate of 614 percent of the employee’s salary. This will be 
a new item of expense in the fiscal year 1958. 
Other improvements, not involving economies in the Bureau of Ac- 
counts, include the installation of the unified system of central ac- 
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munts. This new installation is the result of several years’ coopera- 
ive effort of the Treasury, the Bureau of the Budget, and the Gen- 
gal Accounting Office under the joint accounting program and re- 
gits in more complete financial statements on a uniform reporting 
iasis and a positive verification that receipts deposited by Govern- 
gent officers are credited in the Treasurer’s account. Information 
gncerning total outstanding checks drawn on the Treasurer of the 
fnited States, not heretofore available each month, is to be coordinated 
yith the new electronic check reconciliation performed in the Treas- 
wer’s Office. 





SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 




























For the fiscal year 1957, your committee allowed, in addition to the 
mount necessary to meet the increased pay rates and increased volume 
#f depositary receipts, additional funds to enable the Bureau 
strengthen its internal audit staff, the financial reporting and ac- 
punting, and the review of reports in connection with the super- 
nsion of depositaries. 

We regard the internal audit in the Bureau as an important means 
ifassuring that Treasury regulations and policies and applicable laws 
re adhered to by the operating divisions of the Bureau. The addi- 
ion of one auditor has helped to give much needed assistance to this 
wganization. This auditor will also give technical advice and assist- 
mce to bureaus of the Treasury Department in the development of 
heir internal audit programs, appraise audit systems and operations 
ifthe bureaus, handle audit reports of the General Accounting Office 
eating to Treasury bureaus, and prepare reports of the results of 
wdits for the information of the Secretary of the Treasury. 

Two additional employees authorized in the Division of Central 
Reports will be able to cover the increased workload in the area of 
inancial reporting and accounting. As a result of the revision of 
udget-Treasury regulations, which improved the reporting of assets, 
labilities, income and expenses, and sources and ton iicadion of funds 
y Government corporations and other Government public enter- 
rises, there has been an increase in the number of reporting entities 
tom 62 approximately 140. The Monthly Treasury Statement and 
rlated reports have also been expanded. 

One additional employee for the Deposits Branch was provided in 
he appropriation for 1957 and as a result of management savings 
isewhere in the Bureau, it was possible to transfer an additional 
mployee to this work. Even with this additional personnel, we are 
mable to examine currently all reports received from banks desig- 
uted as Government depositaries. 













FISCAL YEAR 1958 









For the fiscal year 1958, an appropriation of $3,155,000 is requested. 
the increase of $148,000 over the 1957 appropriation includes $115,000 
8 the Government’s contribution to the civil-service retirement and 
lsability fund pursuant to Public Law 854, approved July 31, 1956, 
nd $6,445 for payment of personal services in excess of 52 w reeks. The 
rmainder or $26,5 055 provides $11,000 for increased work in connection 


























478 






with deposit of withheld taxes and $15,555 for 4 additional employegs: 
3 for the Deposits Branch and 1 clerical position for the Accounting 
Systems Division. 

Three additional employees are requested for the Deposits Branch 
so that the review of reports submitted by Government. depositarieg 
“an be made on a more systematic and current basis. With existi 
personnel and after the additional employees requested have receha 
the necessary training, it is caaaiel that satisfactory and timely 
reviews can be made of the reports received. 7 

An additional clerk-typist is requested to assist in the clerical and 
stenographic work in the Accounting Systems Division, as the one 
employee now available is not sufficient to handle adequately the volume 
of work involved. 

The chiefs of the divisions for which increases in personnel haye 
been requested are available for discussion for their respective work, 

Mr. Passman. Thank you, Mr. Commissioner. 

On page 2 it is stated : 
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Also, the estimates were based on a further reduction by anticipating economig ; oes 
from the use of new equipment which we expect to install during the current 


fiscal year. These management improvements will enable the Bureau to absorb 

























approximately $131.000 of its contribution to the civil-service retirement fund at Fisc 
the rate of 614 percent of the employees’ salary. a 

Then on page 4 you state the appropriation request includes $115,000 A 
as the Government’s contribution to the civil-service retirement and - 
disability fund. Mr 

Is there a discrepancy in those two figures ? ie 0 

Mr. Maxwetv. That may be a little misleading. The first part $500.0 
relates to all activities of the Bureau including the Division of Dis- | nents 
bursement. The other is only related to the appropriation “Salaries | joou 
and expenses, Bureau of Accounts.” Are tl 

unclai 
VOLUME AND UNIT COSTS INVOLVING WITHHELD TAXES we? 
Mr. Passman. Do you have any informati ‘Thich w is: | Mtr 
Mr. Passman. Do you have any information which would dis . 
Sitar . . . the T) 
close the number of units you handle during the year? 

Mr. Maxwety. We have some information. The activity we can ol 
put on the unit basis is the depositary receipt procedure. We have i e 
others which are difficult to put on a unit basis because of the character gh 
of the work. The unit cost for the depositary receipts, and that is one = 
of the principal items of increase, is shown ona table that [have here. Ji. 

This table shows unit costs over a period of 10 years. Sd w 

Mr. Passman. Without objection, the table will be inserted in the We 
record. ates 

(The information referred to is as follows :) ott 

WITHHELD TAXES Mr. 
Mr. 
Statement reflecting volume and unit costs relating to withheld taxes, by years Mr. 





} | | { 
Fiscal year Number Unit cost \| Fiseal year Number | 
} | 







PI ees ceactis covb squetpeds indi iestl ca 3, 527, 611 | $0. 1339 || 1941.....--- . 4, 664, 374 
PES Jenddanw nk pubesh | 3, 699,158 1252 || 1952 4, 906, 586 
Pee Ohh nccemehdenenendiates 3, 887, 680 | pRRARDD BUBB eayiviscecs por si cusses 5, 612, 299 | 
Ue Sn ween 3, 989, 195 | . 1170 I aaa ae ---| 6, 137, 991 | 
Rad ts aed dasa. 444a 3, 922, 399 . 1016 TR dedeahintde ddd ed dodat 6, 981, 028 | 





Seach: dikcebines 4, 481, 451 . 1677 RU ap ipiteduelcnwantadine 


8, 338, 512 


on 









Monthly comparison of volume, 1954-56 


Number of depositary receipts 














ch Pa ee. Pre he ke 

ies 1954 | 1955 1956 

a senmdukvctdbbnliiawcusaeehhatbbdhe Lidatheel 212, 341 244, 576 252, 525 
August . aus ; babes acatdarianknedl -------| 583, 915 583, 972 838, 035 

shy September... eeseckornusacesadggincdnggonnnasdseneaest 711, 905 | 690, 227 936, 869 















1, 508, 161 1, 518, 775 2, 027, 429 










a he 275, 126 | 246, 980 | 256, 793 
November- --- ; gokcee seildt a ctet aon 570, 172 565, 490 | 843, 330 
December - - - - bscntdehicnnkic bein aka aii dbeciee sii) 742, 579 | 743, 303 967, 676 





































1, 587, 877 | 1, 555, 773 2, 067, 799 

Te eee Ete Pa ss ee 247,136 | 287, 900 256, 269 

AVF Pebruary - ; ee ee 544, 906 | 737, 958 847, 562 

ph: | Mareh.-.---.--------- zs poe aera 731, 934 | 946, 134 | 980, 050 

1, 523, 976 | 1, 921, 992 r 2, 083, 881 

April... 254,757 | «258, 930 | "250, 657 

ay. 571, 205 | 788, 639 910, 987 

nies | june. | 692, 015 | 936, 919 997, 759 

ent ——-__|___ es ———— 

1, 517, 977 1, 984, 488 2,1! 50, 403 

wi |— sieherenens ‘ ane 

lat EN UNI, dscns eka orpbakenmenecen ----2--| 6, 137, 991 | 6, 981, 0 om 8, 338, 512 
al UNCLAIMED PARTIAL PAYMENTS ON UNITED STATES SAVINGS BONDS 


Mr. Passman. I notice that on the first page of your statement you 
sy you recall the Treasury recommended to the 84th Congress that 
$500,000 be transferred from the account “Unclaimed partial pay- 
ments on United States savings bonds” to the fund. How does the 
xcount handle that transaction? What do you mean by transfer? 
Are those individuals who have made a partial payment, and is it 
uclaimed money that you are privileged after a limited time to 
use ? 

Mr. Maxweuu. Mr. Chairman, those funds arose primarily from 
the Treasury receiving funds from corporations and other Govern- 
ment contractors whose employees had subscribed to savings bonds 
by authorizing the employer to deduct the purchase price from their 
ularies over a period of time. Many of the employees resigned with- 
wt leaving forwarding addresses so that the corporation could not 


art 


ries 


dis- 


Lave 








one refund any unused purchase money to the employee. Some corpora- 
* Itions actually dissolved or some no longer wished to handle the funds 
h md wished to turn them in to the Treasury. 
the | We receive those funds from these companies, mostly Government 
wntractors, and under decision of the Comptroller General it was 
decided we handle them that way. 
Mr. Passman. What is the total amount? 
Mr. Maxwetu. Around $700,000 now. 
7 Mr. Passman. It is very small. 
—— | Mr. Maxwe wt. It is relatively small. However, we feel the claims 
tot Iwill be relatively small, too. There was some publicity of this situa- 
age tion after the hearing last year. The same article appeared in news- 
‘wi WPapers throughout the country saying we had money available for 
‘fs |ople who were entitled to it. They are entitled to it, too. 
= 
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Mr. PassmAn. You first make an attempt to find the rightful owner 
and return the money ? 

Mr. Maxwery. The corporations, of course, were the only ones 
through which any address or identification could be obtained. 

Mr. Passman. When this money is turned over to the Treas SULY, are 
addresses of the individuals requested ? 

Mr. Maxwe.i. We have the last known address, social-security num. 
ber, and other means of identification. 

Mr. Passman. Do you mi ale an e {fort to locate these people ? 

Mr. Maxwe xu. No, sir; no special effort; not unless the +y Wr ite to us, 

Mr. Passman. I am ine lined to agree with those w ho criticize the 
program. If you have money belonging to an individual and you have 
his address, this individual m: iv be confused as to whether he should 
look to the defunct corporation or the ‘Treasury Departme nt for the 
refund. 

Mr. Maxwet wt. I think in every case the corporation itself has tried 
to contact the last address of the employee, so we don’t do that over 
again. 

Mr. Passman. Wouldn’t it stand to reason that a company going 
out of business should lose interest? I should think the Treasury 
a nt should make an attempt to locate the individual. 

Mr. Nussear. In many cases the company issued a check to these 
people for the eens and the check was returned as unclaimed, 
They have no way of knowing where their former employee is located, 

Then the com p: iny to get out of this business, close the account after 
several years have elapsed where the claimant has not cashed his check, 
We have no way of finding him, and there are over 100,000 of these 
particular claims, and it would be a burden to try to run them down 
after the company has tried to do it. 

Mr. Passman. At least there should be an attempt. It is not un- 
usual for the Government to go through a lot of troub te perhaps to 
mail out a 2-cent check, along with a lot of coer ce as to where 
this check ie ental The Government, in many instances, does 
follow through on an income-tax deficit of as Tittle as 75 cents. 

anette of these claims are into several dollars: aren’t they? 

Mr. Nussear. All under $50. They range from a few cents up to 
about $49, 

Mr. Maxwe tu. I think the publicity received last vear throughout 
the country should bring out most claimants. We received around 

500 requests, of which less than a dozen were legitimate. 

"Mie. Nussear. Not that many. About a half dozen were legitimate 
claims. The rest were people writing in hoping that by chance they 
might have a claim. 

Mr. Passman. I can understand that. 


FUNDS REQUESTED OF BUDGET BUREAU 


Before you submit your request to this committee, you originally 
submit the request to the Bureau of the Budget. 

Is that correct / 

Mr. Maxwetru. Yes, sir. 

Mr. Passman. Did the Bureau of the Budget allow all the money 
vou requested for fiscal 1958 ? 

Mr. Maxweti. No. They allowed only about 60 percent of our 
request. 
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T | Mr. Smrru. Of the additional amount. 
Mr. Maxwett. That is right, 60 percent of the additional amount 
S | requested. 
Mr. Passman. Briefly, the Budget Bureau reduced your increased 
© Trequest by 40 percent. May I ask you the amount of the increase 
uested ? 
ls | Mr. Smirn. The present increase is $148,000. I don’t happen to 
have a submission with me. 
Mr. Maxwetx. May I insert that in the record, Mr. Chairman / 
. Mr. Passman. Yes. 
ie (The information requested is as follows :) 
ve 
Id Comparison of budaet re quest u ith Burea of Budaet allowance, jis al year 58 
he f 
Initial estimate of Bureau Increase allowed 
ed Bureau of Budget Revised 
a 
Incre Amount | Percent 
requested 
ng 
ry 
Appropri 
Less: 
age Adjustment to | , account ol } 
Public L 854 and payments in 
ad, excess of 52 week 121, 445 121, 445 121, 445 100 
ed, Ap Pro} wiatior 
ter estimates for 1958 3, 007, 000 3, 170, 000 163, 000 148. 000 80 | 3.155 
ck. |— 
ee 1} Mr. Passmax. How does this year’s request compare to previous 
Wo te... 9 : 
years 4 
Mr. Maxwewu. For the fiscal year 1957 the Bureau of the Budget 
reduced our request by s44.000;: for the fiscal year 1956 by $50.000 
© and for the fiseal vear 1955 our request. w: as allowed in full. 
ere >. N ) . | vk = " 
‘| Mr. Passaan. Did you have a surplus to turn back to the Treasury 
- the year t Siasiay was ho reduc ‘tion / 
Mr. Maxwet. Yes, sir. For that year, 1955, a surplus of $5,175 
“ui turned back to the Treasury. 
» Uf , 1 pee . > ° 
Mr. Passman. Would that indicate your request for the particular 
g pear was excessive and may have been worked out on the basis you 
0 ’ : ‘ : . 
a were expecting a cut, but one was not made, and you had money to turn 
re Thack 2 
r Mr. Maxweir. No, sir. In the administration of an appropriation 
sate . ae 
jou never can estimate down to the last penny. Of course, in case we 
hey ] 
’ find savines, we will not spe nd the money. 
Mr. Passman. To be on the safe side, you request. what you think is 
2 . i At 
illthe money you need? It is better to turn money back rather than 
md the vear with a deficit? Is that the approac h you take? 
Mr. Maxwetr. No, sir. We can’t do that. We ask for and the 
ally [Budget Bureau allows us only what they think we need. If by 
* Ithanges in procedures, there are savings, then there is a surplus. In 
lo event can we actually plan our work so far in advance so that our 
stimates come out to the exact penny of our disbursements. 
ney | Mr. Passman. Is it possibly a coincidence that in the 1 year in which 
hey allov.ed you all you requested } you accumulated a surplus ¢ 
our Mr. Maxwetn. No, sir. The surplus has no necessary relationship 


such budget cuts. In 1956, when the Budget Bureau reduced our 
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appropriation, we had a surplus of $6,935 and in 1954 the surplus wag 
$14,000. These amounts are rel: atively small, generally less than one. 
half of 1 percent of our appropriation. The surplus will vary during 
any year depending upon management savings which we are able to 
put into effect and unforeseen costs for additional work which may 
arise during the year for which no supplemental requests are made, 
Since we cannot control the volume of our work, we cannot antie ipate 
to the exact amount the requirements for any fiscal year. We must 
also reserve some amounts for unforeseen items. For example, if an 
employee with substantial accrued leave dies or unexpectedly retires 
close to the end of the fiscal year, we might have a substantial unantic- 
pated commitment which we would have to pay immediately. There. 
fore, allowances for such possible contingencies must be made. 


CONTROL OVER APPROPRIATIONS 


Mr. PassMaANn. On page 17 of the justifications one of the functions 
of the Bureau is listed as control of appropriations made by Congress, 
What type of control is exercised by your Department over appropria- 
tions made by Congress? 

Mr. Maxwe tu. That refers to the central accounts. We have the 
central accounts division in our office which issues the warrants for 
all appropriations made by the Congress. As you know, Congres 
sometimes authorizes appropriations—it first gives the authority and 
then the appropriation. When only the authority is enacted, the 
agency would like to interpret it as being an appropriation available 
immediately. 

It is the job of this office to interpret the appropriation, acts, and 
issue appropriation warrants. These are also reviewed by the General 
Accounting Office which countersigns the warrants. Then we advise 
the agencies we are setting up the approved amounts on the books 
of the Treasury as a credit to that agency. 

Thereafter we record the amount of disbursements made against 
each of those appropriations, and the results are then reported to 
Congress as required by the act of July 1, 1894. 


APPROVAL OF SURETY BONDS 


Mr. Passman. Another function under the Bureau of Accounts is 
listed as “approval of surety bonds.” Will you describe this in some 
detail to the committee ? 

Mr. Maxwett. Yes, sir. One of our jobs—and we have only eight 
people on it but it is an important job—any surety company that wishes 
to qualify for writing Government surety bonds—not only fidelity 
bonds but bonds covering Government contracts—must qualify with 
the Treasury first. They submit their financial statements and other 
information annually and we give them a rating. We go over their 
statements to assure that their assets and their invested capital is 
sufficient to meet their obligations. We determine the maximum 
amount for which they can write any single bond and on that basis 
we issue a list which goes out to all the Government : agencies advising 
them that these insurance companies are qualified. 

We have had to curtail that work in the past few years. We for- 
merly had approximately 90 insurance companies. Now we have 
190. Instead of having an examination and getting ratings out 
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twice a year, we have cut the rating to once a year. We might be 
taking a risk. Sometimes a surety company’s position can change 
npidly, but that is one risk we have had to take. 

Besides that work we also, under certain regulations, receive con- 
tract bonds or other bonds for examination to be sure that the persons 
signing the bond had the authority to so sign for the insurance com- 
pany. When the Government agencies refer those bonds to us, we 
check them and see if it is an authentic signature on the bond. That 
isa large part of the work during the year. 

Mr. Passman. Prior to this program who did this work? 

Mr. Maxwetui. You mean the surety bond work? It was transferred 
to the Treasury Department even before I came with the Treasury. 
[think it was about 1908. It has been with the Treasury for nearly 
50 years 

Mr. Passan. Does this apply to personnel only, or also to building? 

Mr. Maxwetu. To both fidelity and contract bonds. 

Mr. Passman. All Government contracts with respect to construc- 
tion. Of course, a security bond is carried on the companies ? 

Mr. Maxweti. Where a surety bond is required to cover the contract. 

Mr. Passman. Does the Government carry a surety bond on each 
of its approximately 2 million civilian cenplopeent 

Mr. Maxweut. No sir: they do not carry a fidelity bond on each 
employee. However, under the act of August 9, 1955, the authority 
was given to Government agencies to pay the premium for those em- 
ployees whom they felt should be bonded. As a result of that act, 
actually some agencies have saved considerable money in administra- 
tive expenses. 

Previously each individual paid the premium on his own bond, and 
the administrative agency had to record it. Now under this authority, 
magency can get 1 bond for a period of 2 years. 

If you have no objection, I will ask Mr. Nussear if he remembers 
the figures for these administrative savings. 

Mr. Nussrar. I haven’t the actual savings but I believe they would 
rn somewhere around a half-million dollars. 

Mr. Passmin. You may insert that in the record. 

(The information following was subsequently supplied :) 

Based on reports of Government agencies in the executive branch, their 
administrative expenses of procuring and handling surety bonds under the act 
of August 9, 1955, will aggregate about $430,000 less than the cost of handling 
individual bonds in prior years. 

Mr. Passman. It is left up to the Department head as to what in- 
dividuals should be bonded ? 

Mr. Maxwewt. That is right. 

Mr. Passman. What if the Department head might decide every 
individual in his department should be bonded? Is the law broad 
mough to permit him to do that ? 

Mr. Maxweiu. Yes, sir. In the case of the Post Office Department 
they bonded practically all their employees. 

Mr. Passman. If that is true of one department why wouldn’t it 
apply to others / 

Mr. Maxwe.i. Why shouldn’t it be done? 

Mr. Passman. Yes. One department says it is a good thing to 
have a surety bond on all employees, and another department does 
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not think so, and will bond only 1 percent. 
sistency in the matter. 

Mr. Maxwetu. That is left up to the judgment of the various heads, 
In some offices you can see where employees are on routine work, never 
receive funds nor have any probability of converting funds to their 
own use, it would not be necessary. 

In other cases it is obvious—like purchasing officers, disbursip 
officers and certifying officers—many of them are in a position where 
they could convert funds to their own use. Those are the people who 
would be bonded. 

Mr. Passman. We are saying surplus money could be spent for that 
purpose ? 

Mr. Maxwetu. It could be, but I don’t think many agencies would 
if they didn’t think it was worth while. An agency would want to 
compare the possibility of losses and recoveries against the premium 
cost. 


There is not much cop. 


REVISION OF REPORTING FORMS 


Mr. Passman. Have the reporting forms used by banking facili- 
ties, military installations, and similar installations been revised since 
January 1956? 

Mr. Nussrar. We have not revised the form. They were revised 
just previous to that time and put on a quarterly reporting basis, 
Formerly we had them on a monthly basis. 

Mr. Passman. How are you meeting the objections as to failures to 
include income, as noted in the report of our investigative staff and 
which was made available to the Department last year? 

Mr. Nussrar. I don’t know that I have heard of that. 

Mr. Passman. Are you familiar with it, Mr. Maxwell ? 

Mr. Maxwe tu. I have not seen the report personally. However, 
as the situation changes, we are making continuous changes in the items 
to be considered in evaluating the services for which banks are given 
credit. 

Mr. Nussear. There are some items of charges such as check cash- 
ing for which we receive credit against expenses. 

Mr. Maxwets. That is right, and also some items which we previ- 
ously included in the facilities accounts have been eliminated. 

Mr. Nussrar. That is not primarily a change in the reporting form 
but they are our continual efforts to review our reports and see that 
they are up to date. 

For instance, as the interest rates go up we contact the banks to 
see that we get a reasonable credit for interest. That is true in all 
of our items of expense. They are continually reviewed. 

I was confused about the report because there was no change in the 
report. It was just the fact that we are continually examining them 
to see that the reporting is up to date, and we do that continuously. 
Wherever there is any change or increase or change in conditions, that 
is taken up at the time we review the reports. 

Mr. Passman. Off the record. 

(Discussion held off the record.) 





Mr. Passma 
Joad tables on 
with the explar 

(The inform; 


yM6_.....--------- ” 
1946. ..-------------- 
1$7..---- scraper 
1o48_- 

1949__- 

1950 

195i 


—_—— 


1 Estimated. 


The estimated 
1958 includes th 
$946,000 for hand 
excise taxes, and 
and $9,586 coveril 

About $445,000 
of the Treasury 
Act as amended. 
of the Treasury) 
fund and the Fed 
by the Treasury 
act. Such withd 
of the Treasury a 

There follows 
activity. 


Personal services 

Transportation of thir 
Printing and reproduc 
Other contractual ser 
Grants, subsidies, and 


Total obligation 


The increase 
to be processed 
The work vol 


1956 and the e: 

shown below: 
Fis 

1055..... sdead 

1946. 

1987 (estimate 


1958 (estimate 





485 


WORKLOAD TABLES 


PassMAN. We will insert at this point in the record the work- 
ables on pages 20, 22, 39, and 42 of the justifications, together 
he explanations. 

e information referred to is as follows :) 


Number of de pos ilary rece pts processe d 


Fiscal year Number of Fiscal year Number of 

receipts receipts 

a —| —————|—— heshinse 
3, 527, 611 | 1952 | 4, 906, 586 
3, 699, 198 | 1953 5, 612, 299 
3, $87, 630 | 1954 6, 137, 991 
3, 989, 195 | 1955 6, 981, 028 
3, 922, 399 | 1956 8. 338 512 
4,481, 451 1 1957 8, 500, 000 
4, 664, 374 | 11958 8, 600, 000 


estimated cost of this activity, amounting to $998,086 for the fiscal year 
ucludes the cost of reimbursing Federal Reserve banks amounting to 
0 for handling deposits of income, social security, railroad retirement, and 
taxes, and $42,500 for the printing of depositary receipts and envelopes 
586 covering miscellaneous administrative expenses. 

it $445,000 or 45 percent of this cost is reimbursable to the general fund 
Treasury under the authority of section 201 (g) of the Social Security 
amended. This section provides that the managing trustee (Secretary 
Treasury) shall withdraw from the Federai old-age and survivors trust 
nd the Federal disability insurance trust fund, the estimated expenditures 
Treasury Department for the administration of titles Il and VII of the 
uch withdrawals from the trust fund are covered into the general fund 
lreasury as repayments. 

e follows a statement reflecting the obligations by object class for this 
% 


S immary by obje ct class 


| Appropria- | Estimate, | Increase 
tion base | 1958 
eee $6, 716 $6, 716 
rtation of things 2. 450 2, 450 
u rey ‘“odcuctior 12 AO) 42. 500 
ntractual services (reimbursement to FRB 935, 000 946, 000 $11, 000 
ubsidies, and contributions 420) 190) 
ital obligations : 987, O86 998, O86 11, 000 


EXPLANATION OF INCREASE 


increase for 1958 is to cover an additional 100,000 depository receipts 
yrocessed by the Federal Reserve banks at 11 cents, amounting to $11,000. 
work volume of accounting transactions for the fiscal years 1955 and 
nd the estimated work volume for the fiscal years 1957 and 1958 are 


below: 


Work VotumME.—Number of accounting items 
Fiscal year Receipts Expenditures Other Total 
- 2 208, 946 2, 851, 718 8, 442 5, 0169, 106 
. “ 2, 211, 401 3, 168, 261 8, 950 | 5. 388, 612 
- ; 2. 200, 000 3, 169, 000 9 OO 5, 378, 000 


nate) - vA bie ciate Sekai 2, 200, 000 3, 169, 000 9, 000 5, 378, 000 








There 
activity : 
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SUPERVISION AND CONTROL OF SURETY 


Number of transactions 


Actual, 1956 | 


| 


aa 


Investment transactions. _ adel -| 2.617 
Loan transactions | 1, 338 | 
Unemployment trust: | | 
Deposits 5, 997 | 
Withdrawals 3, 312 | 
Claims and collections: | | 
International claims. _- 3, 421 
All other claims and payments 3, 971 
Collections and deposits- -- ; | 3, 533 | 
Number of accounts_- 105, 904 
Number of postings 44, 800 
Correspondence, reports, billings 18, 517 
Claims and judgments: 
Certificates of settlement scheduled ¥ 8, 282 
Certified claims vouchers-- ; 1, 566 


Total. 


There follows a 


activity : 


Personal services___- 
Travel 


Transportation of things__._ , : s | 
Communication services : 

Printing and reproduction__ 

Other contractual services _ - 

Supplies and materials-- 


Equipment 
Grants, 


Total obligations___ 


SUPERVISION OF 


Number of depositari 


Domestic 


Territorial and foreign 


Total 


ubsidies and contributions 
Taxes and assessments_- 


i 203, 258 


statement reflecting 


Summary by object class 


Appropria- 


tion base | 


$143, 282 
64 
45 

R87 

209 

, 352 | 
943 

100 

59 


95 


Nh 


x 


160, 636 


THE FEDERAL DEPOSITARY 


Depositaries supervised 


1956 actual 


3,177 
435 


Authorizations, end of year: 


Treasure 
lreasurer 
Official checking 
Bank draft 
Social security 


’s time 


Banking facilities 


Domestic 
Foreign. 


Total 


r’s general accounts 


account 


recounts 


BONDING 


Estimate, 
1957 


2, 800 | 
1, 500 | 


6, 000 | 
3, 500 


3,000 | 
4,000 | 
3, 600 | 


107, 500 


48, 000 | 


18, 000 


8, 500 
500 


206, 900 


Estimate 1958} 


$143, 282 | 


64 

45 

2, 887 
2, 209 
1, 352 
943 
1, 100 
8, 659 


95 


160, 636 


SYSTEM 


1957 estimate 


nu > 


follows a statement reflecting the number of transactions for this 


1 ee 
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{CIAL REPORTING AND MAINTENANCE OF GOVERNMENT'S CONTROL 
ACCOUNTS 


PassMAN. Under activity 2, “Financial reporting and main- 
» of the Government’s control accounts,” how many people and 
uch time is involved in calculating and scheduling for pay- 
iterest due and payable to Indian tribes on trust accounts? 
Maxwe.i. Very small. Perhaps Mr. Gearhart can give us 
recise information. 

GEARHART. It is less than 1 person’s time, about 10 to 12 per- 
1 person’s time. 

PassMan. An annual average of about 10 or 12 percent of 1 
's time? 

GEARHART. Yes, sir. 

PassMAN. Under the same heading how much is involved in 
ation of the periodic report on appropriations and authoriza- 
xpenditures, and unexpended balances as provided to the Joint 
ittee on Reduction of Nonessential Federal Expenditures? 
MaxweE tu. Does that relate to the statement of assets only? 
PassmMan. It relates to appropriations, authorizations, ex- 
ures, and unexpended balances, as furnished to the Committee 
luction of Nonessential Federal Expenditures. 

GearHart. That is a combination between the accounting, Di- 
of Central Accounts and Division of Central Reports. I 
t the exact figure but I would say it is the part time of three em- 

5. 

Maxwe ... The committee itself—when they made the request— 

ked us not to go to any great trouble to get that report because 
idn’t want to put a burden on us to get. 

Gearhart has to make up a trial balance every month on his ac- 
to be sure he is in balance and has the accounts straight. It was 
1dditional work to put the data in shape for the committee 
hey asked for it, but not much. 

PassMAN. You understand the question and you will be able to 

back on the answer? 

GrarHart. I would like to check the time, yes, because I haven’t 

act time on that. That is one of many reports we prepare. 

e following information was supplied later :) 


SEQUIRED To PREPARE REPORTS ON FEDERAL APPROPRIATIONS AND AUTHORI- 
NS, EXPENDITURES, AND UNEXPENDED BALANCES FOR THE JOINT COMMITTEE 
EDUCTION OF NONESSENTIAL FEDERAL EXPENDITURES 


special report on appropriations, authorizations, expenditures, and unex- 
balances for the Joint Committee on Reduction of Nonessential Federal 
itures is prepared as a byproduct of other work in the office. 

h Such reports were transmitted to the committee in the fiscal year 1956, 
the current fiscal year through January 31, 1957, two reports were com- 










dditional time required to place the report in shape for the committee, 
; divided among several employees, averages 34 man-hours for each re- 
or the fiscal year 1956 a total of 238 additional man-hours were expended 
» reports, which is equivalent to one-fifth of the time of one employee, 
in wages. Paper and other miscellaneous items would increase this 
1 cost slightly. 

1e fiscal year 1957 through January 31, 1957, the extra cost of the two 
s $150. 
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Mr. Passman. Off the record. 
(Discussion held off the record.) 


AUDITING 


Mr. Passman. Among internal audit duties are such regularly re. 
current audits as: A, quarterly audit of rapa gy fine trust fund: 
B, audit of the Railroad Retirement account; C, appraisal of the 
Commodity Credit Corporation; D, audit of sates and records 
of the Office of the C omptroller of the Currency ; and any other fune- 
tions that would fall in this general category. Are these functions 
performed on a reimbursable basis ? 

Mr. Maxwetu. Generally not, Mr. Chairman. Just take the first 
one, the audit of the Unemployment Trust Account. That is an ae- 
count which the Bureau of Accounts maintains. It is an account with 

each State for their payments to the United States and withdrawals 

for their own benefit payments. We invest the funds net used. That 
is an operation which is part of the activities of the fiscal service 
of the Treasury Department and that is part of our function—to be 
sure that those States are properly credited and properly charged. 
We give them a statement once every quarter so they can check with 
their accounts. Before we do th: at, we have the statements verified 
by the audit staff. 

Mr. Passman. Would not a private trust fund be assessed to the 
Department ? 

Mr. Maxwetu. Yes, sir; if we follow the theory applicable to this 
account and the old age and survivors insurance trust fund. We have 
specific authority by law which authorizes the Secretary of the Treas- 
ury and HEW to reimburse the general fund for any expenses they 
incur in connection with the administration of these funds. But for 
the audit of these other accounts, we have no such legislative authority. 


Mr. Passman. You are not reimbursed in the railroad retirement 
audits? 
Mr. MaAxwewui. No, sir—we have the accounts: we invest the 


and that 
are correct. 

Mr. Passman. How about social security ? 

Mr. Maxwetu. For the old age and survivors insurance trust fund 
under social security, and the unemployment trust fund we have spe- 
cific authority whereby the general fund can be reimbursed for the 
administrative costs of the Treasury. It should be noted that these 
reimbursements are not credited to the appropriation of the spending 
organization but are credited to miscellaneous receipts of the gen- 
eral fund, and are not available for disbursement without appropria- 
tion by the Congress. 


balances: 
records 


is one of the things we audit—to be sure that our 


Mr. Passman. You are reimbursed for the cost of auditing social 
security ? 
Mr. Maxwetu. Yes, sir—for these two trust funds. 


Mr. Passman. Would you furnish for the committee at least an esti- 


mate, if you cannot be accurate, as to the cost to your department for 
auditing the unemployment trust fund, railroad retirement account, 
Commodity Credit C orporation, and we w il] also include the audit of 
accounts, and the Office of the Comptroller of the Currency. 

We shall insert that in the record. 


Mr. MAxweELu. 
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e information requested is as follows:) 
review of trust and certain other accounts by the internal audit staff in fiscal 


year 1956 


Man-years | Amount 
nbursed to the general fund: ! } 
‘al old-age and survivors’ insurance trust fund a 0.1 | $490 
rployment trust fund____. ; A a 3 | 3, 359 
il_. ‘ ‘ wat a5 4) 3, 849 


reimbursed to the general fund 
no'lity Credit Corporation. 


E : ao 1, 605 
ytroller of the Currency. ; o2 I 1, 993 
sad retirement account 2 1, 606 
service retirement fund = a 593 
r Wendell Holmes Trust Fund ‘ (?) 7 
an, Austrian, Hungarian accounts 7 : , ; @) 171 
Ss ; sania ; pabiaiebenteana a 6, 042 


reimbursements are not credited to the administrative expense appropriations of the Bureau of 


but are credited to miscellaneous receipts of the general fund and are not available for expenditure 
ireau of Accounts. 


han 140 of 1 man-year 


INVESTMENT AND LOAN PROCESS FUNCTIONS PERFORMED FOR 
OTHER AGENCIES 


PassMAN. On pages 35 and 36 of the justifications there are set 
the names of many governmental organizations for which the 
u performs investment and loan processing functions. How 
of this work is reimbursable ? 

Maxweu. None of that is reimbursed, except for the two social- 
ty funds previously mentioned. 

PassmAn. Would you be in a position to furnish us a table show- 
1at it costs to audit those functions? 

Maxwewi. Yes. It would be very small since some of these 
are invested once or twice a year and have only a few transac- 
but we can make an overall figure to cover them all. 
PassMAN. I think the committee would like to have these indi- 
ily, and then give us the total. 

MaxweE.u. In some cases it would be a few hours a day once a 


PassMAN. Off the record. 
scussion held off the record.) 
PassMAN. The trend in recent years has been that many of these 
be handled on a reimbursable basis. 
Maxwe.n. The Treasury has taken steps to charge for some of 
vices outside the Government which previously were given free. 
PassMAN. | have sincere praise for General Summerfield and 
ff in the Post Office Department. He has put the Post Office 
tment on a businesslike basis, and he is now ready with answers 
what the subsidies may be for different functions of the 
iment. 
‘e nothing but praise for the Postmaster General because he has 
t sound business operations into Government. He has suc- 
in getting some ot the former subsidies ona reimbursable basis, 
ild have been the rule in the past. I hope other departments, 
r expenditures are small or large, will develop similar solutions, 
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because it makes for better business operations and conditions when 
the costs are known. 

Mr. Canrievp. I am sure the chairman knows that the Secretary of 
the Treasury, Mr. Humphrey, subscribes also to that approach. He 
emphasized that in his original presentation before our committee 
several days ago. 

Mr. PassmAn. It is a pleasure for me to commend both Mr. Hum- 
phrey and Mr. Summerfield for the outstanding jobs they have done, 

Mr. Maxweyu. We can agree with that. 

Mr. Passman. Mr. Canfield ? 

Mr. Canrretp. The Treasury Bureau of Accounts is housed here 
in our Nation’s Capital ? 

Mr. Maxwe tt. That is correct, except we have field offices, 20 re- 
gional offices, throughout the United States and 1 in Manila. 


NUMBER AND LOCATION OF EMPLOYEES 


Mr. Canrreip. As to the number of your employees, how are they 
divided between Washington and the field office ? 

Mr. Maxwe tt. In the appropriation we are now considering all but 
110 are in Washington, that is, 248 are in W ashington and 110 in the 
field. These figures are exclusive of vacancies. 

Mr. Canrtetp. In your projection for fiscal 1958 you are asking for 
how many additional positions? 

Mr. Maxwe t. Four additional positions, 3 for the Division of De- 
posits and Investments and 1 for the Accounting Systems Division. 

Mr. Canrtevp. Here in Washington ? 

Mr. Maxwet.. Yes, sir. 

Mr. CANFIELD. Has there been any change in the Treasury daily 
statement since you last appeared before us? 

Mr. Maxwetu. No; there has been no change. 


STATUS OF LEND-LEASE AND SURPLUS PROPERTY ACCOUNT 


Mr. Canrrevp. One of your responsibilities is the billing and collect- 


ing from foreign governments on lend-lease and surplus property 
accounts ? 


Mr. Maxwet.. Yes, sir. 

Mr. Canrretp. Will you tell us what the picture is with respect to 
those accounts? In that connection you have a table to be inserted 
in the record ? 

Mr. Maxwetu. Yes,sir. I have here a table which shows the figures 
as of December 31, 1956. Of the total of $4,800 million billed, the 
United States has collected $2 billion in United States dollars, and 
about $325 million in foreign currencies; other credits because of ad- 
justments from damaged property, or other reasons amount to $323 
million, which leaves a balance due of $2,146 million. 

Among the larger items due, there are $580 million due from the 
United Kingdom, France $576 million, the U. S. S. R. $229 million. 

(The information referred to is as follows:) 


due this year and to be paid over a period of years, as of Dec. 31, 1956 


, 


collected, and balances due the United States under lend-lease and surplus property agreements, classified as to 
past due, 


8 
© 
“~ 
= 
~ 
Cs) 
% 
~ 
& 
3 
iS) 
S 
= 
8 
> 
> 
& 
S 
> 
& 
= 
& 
3 
» 


Balances due United States 





Credits 


payable to 


Amounts 
| foreign gov- 


Collections 





Due this 


Past due 2 


Balance 


| armnmente i 


Hythar 





~ 

te 
— 
= 





491 





LL ‘6ZT ‘SET ‘ST 

£9 "169 ‘Le ‘6z 

CL ‘bI6 ‘TI9 

O8 “19% ‘L86 ‘ 
‘L90 ‘S6F ‘Z 


"999 ‘222 ‘ 


aiG 


2 ¢ 


g 


‘op opm 
GGG 


68 ‘ZS89 
‘BIO ‘DSK 
‘PEL ‘6RE 
908 “680 











SI “Lbg ‘Ree ‘g9T 

El ‘Sor ‘lze 

69 ‘998 ‘ORS 

Ig 

PA 

£9 

+ 

SZ 

9 

re 

ot 

68 COS $26 ‘T 
SPL LOP ‘OT 


SLE SIF ‘t 


GEL ‘1EO ZI$ 





pofied 8 I9A0 
predas aq OL 


09 "BSS 


96 ‘29° “L6F 





80 ‘BCP ‘OTE 
CPI “P6L 
cS STP ‘SES 
Bod 
s1y} ong 


ST 'T 


z 





00 ‘O0F “ST 


26 “SZT “C66 
61 ‘890 “Ee0 ‘ZT 


96 ‘OLT ‘206 % 
él ‘€ee ‘10e F 


68 ‘88e ‘TZ 


6L 620 “Cb ‘T 


£6 ‘196 ‘169 ‘Bee! 


t onp ISBd 


s 1819 I eu onp SsvourT [eq 





000 
00 °0 
60 629 ‘E> 
ZL 621 ‘8ST ‘ST 
£9 ‘OP ‘69L ‘oz 
G2 FI6“TI9 
O8 "19% "286 ‘F 
89 ‘£90 ‘S6F ‘Z 
GY 999 ‘222 ‘og 
00 ‘OOF ‘ST 
0 
6 Z89 ‘ZZZ ‘BI 
0 
OF "SOL ‘ZH ‘zz 
Co "PEL ‘BRE 
68 ‘bLE ‘ZZI ‘BOT 
0 
[6 “OLT ‘206 ‘% 
OE ‘O80 ‘098 ‘OZT 
fl 82h ‘ize 
6E “SSF 





i¢° 
66 
£9 ° 











enp 
soured 


potent ts 





29 ‘992 ‘T 


£L ‘CSb “FRE ‘ES 





1s ula 
-A0Z UB1010] 
| 0} 1GQeAed 


syunoury 


; 





O09 


O68 
06 
ze 
66 


o¢ 
8t 


cs 


bb 





O27 


Slt 


‘T86 ‘OS9 


Gil ‘0g 


vis 


‘CR G 
‘OST 
‘Gl¢ 
"ESE ‘8Z 


IGG 
IPQ 


SO0Z 


618 
9L9 
96 
129 ‘T#o ‘g 





9ZF ‘S 
200 ‘818 ‘T 
‘OST ‘T 


‘GOF ‘TS 
‘769 
“Sse 


G 


£96 ‘066 ‘T 


L£L0 ZFT 
[Il ‘Ze ‘T9 
L08 





eISS 


Sipe 
IO 





| 


GL ‘IGE “BLI F 
£€ “egg * 





00 ‘068 ‘bZZ ‘8 
62 “ES “cos 
26 “£86 ‘O10 ‘ 
8% ‘69F ‘206 
00 ‘000 ‘866 ‘F 
OL 828 “bez ‘ee 


o 


T¢ 818 
OL ‘LOE 
Hg “¢SO 
WL TEL 


6E "28% 
SL 616 





00 000 ‘Ze 
OL ‘009 ‘Zz “¢ 
00 “T6L ‘068 ‘E 


26 PPE ‘SOO 
£0 “889 “1Z6 “2 
OF TIE “8Z6 ‘T 


00 ‘000 ‘Te6 
SF 196 ‘Z90 ‘T 





a 
t L 062 
00 "000 ‘0S0 ‘eg 
60 06S ‘¢ 


I 





Aoueimn9 
ual 107 





60 ‘982 ‘ese ‘z 
$6 ‘689 ‘OFZ 

69 “186 ‘ILE ‘T 
69 988 ‘190 ‘OT 
&0 619 ‘TIO ‘TT 
GO “99¢ ‘296 

LO FI6 ‘69¢ ‘BR 
GL ‘998 ‘9ST ‘TI 
00 ‘0ZT 

lz ‘LIZ 








200 
OF ‘L8Z ‘OFS ‘Ze 
PI ARE : 
£9 11 * 
(spunjol 


SSo]) SIe[[Op 
893815 peyuyg 


SUOTOaTIOD 


Sipag 











‘26F ‘d ‘81q¥} Jo pua ae 991003003 vag 
82 “686 ‘690 ‘2 Te a renemaens ~puRyey,L 
16 ‘SCF ‘SII Z oe eee F ~~==="=""“ U9 DeMg 
SL OI SIFT °-iaaeeser.3 bISspoyyY wsyInog 
LL ‘621 ‘SST ‘CT cae Seer BIqely Ipneg 
GE 629 ‘Ogg ‘CF ee ~“purjog 
00 °000 “000 ‘¢ _ a seurddiiyd 
69 Zh ‘O61 ‘IZ AUMION 
5G S82 ‘SEG ‘F = ~~ puBleez MON 
88 (266 820 ‘ELT | ~ “SpuBliayj0aN 
88 ‘680 “228 ‘OG a se ~“4SBq 8Ipply 
00 “0ZT ae ieee eee 61N0q WaxN’y] 
99 ‘619 ‘OFF ‘6T oa oe ae 
10° ‘999 ‘T | ee ~"=""="=oURge'T 





RE 
£6 * 
IZ ° 
00° 
86 
gg 


z 


08 











CLS OF6 “FIT 
PLL ‘SEL ‘OT 
190 ‘OZF ‘ZFS 


z a BalOY 
usder 
~“ATBIT 
~~ Dely 
uBI] 
Ipuy 
put [99] 
f{iesun yy 
puBlusaiy 
VIIIIE) 
~Aueuen 





BIYBVAOT 





epeuy 
suing 
OsU0*) ULIS[ogq put uInispogq 
Bliisny 








f{1un09 


ond-lease and surplus property agreements 


nited States under lk 
d over @ period of ye 


] 


, and balances due the U 


, due this year and to be pai 


Summary of amounts billed, collected 


, Classified 


> 


956—Continued 


GC 


ars, as of Dec. 31, 1 


as to past due 


Balances due United States 


Credits 






To be re 


overa 


Amounts 


Collections 


Due this 


“ 
n 
— 


~ 
~ 








b. 7 
as 
= > 
on 
~~ © 
| gh 
} tS 
me R- 

a 

— 
| S 

m= 
| S 
| 


~ 
~ 
~ 











2x 
AS 
tr 
= 
~ + 
oa 
a 
nN 
“a 
~> 
SAR 








=> lw 
Six 
sine 

! 
= ey 
S im 
S 100 





10, 84¢ 


92 | 











o > 1% 

S Oo + 
~ i SiS 
o> i~ Ss oS 1 
= ie > |S 
Ss iat 7% 
= ic Din 

Ss > 

I 


‘“ 


7. 92 


15, 13 















1, 281, 13¢ 





11, 064, 231. 


Con ana 
soe SS 
_ N _ N 


i Es 





t. 


als 





Africa 





, 146, 935, 226. 86 | 82, 





50, 836. 58 {2, 036, 438, 993. 31 


~~ we 
é 


325, 644, 884. 13 


15, 396.97 |27, 


os 
‘ 


3, 128, 692. 09 3, 586, 202. 35 |2 


32. 


| 
t 


53 





2, 060, 429, 511. 


552, 112. 26 


4, 852, 


| oe 








Mr. Canrn 
( Discussio1 





UNCLAIMED P. 


Mr. CANFIE 
mended to th 
account “TIn 
bonds” to the 
ment Act to 
fund. This 
not the House 

Will you t 
Treasury is r 
Congress ¢ 

Mr. Maxw 
volving fund 

Prior to tha 
insurance com 
or shipment o 
of revolving f 

It authorize 
every year for 
be necessary. 
However, thi 
theft or fire, o 
of the postal 
payments in co 

Since that a 
this account. 
was raised wa: 

The other ae 
savings bonds, 
Government ec 
tractors—wishe 
their hands be 
known—forme! 
ings bonds by 
balances to the 
for the bond. 

Mr. CAnrter 
until there was 

Mr. Maxwet 
stayed long en 
amount equival 
have been pure] 
would leave th 
a refund check 
unclaimed. 

After the lay 
Was any possibi 
they turned the 


sd past due as of June 30, 195 


ign government and Departmen 


considers 


ween the fore 


resent billings 


on bet 








ler advance 


> 
vy 
= 


wi 
Ch 


— 
%. 
ge 
“ 
2 
e 


ding settlement for ler 











1 Represents cast 


payment agreements. 





493 


Canrtetp. Off the record. 
scussion held off the record.) 


IMED PARTIAL PAYMENTS ON UNITED STATES SAVINGS BONDS AND 
LOSS IN SHIPMENT REVOLVING FUNDS 


CANFIELD. Commissioner, you tell us that the Treasury recom- 
d to the last Congress that $500,000 be transferred from the 
it “Unclaimed partial payments on United States savings 
* to the fund established under the Government Losses In Ship- 
Act to provide adequate moneys to pay losses charged to the 

This proposed legislation was approved by the Senate but 
e House. 

| you tell us what these two accounts are and whether the 
ury is moving for enactment of such legislation in the new 
‘ess ¢ 

Maxwetu. Yes sir. The Government loss in shipment re- 
ig fund was established in 1937 under act of July 8, 1937. 
or to that time the Federal Government had been paying private 
ince companies a premium to cover the insurance on transmittal 
pment of securities, but this act authorized the establishment 
‘olving fund so that the Government could insure itself. 
wuthorized $500,000 as an initial appropriation with $200,000 
year for 10 years thereafter plus such additional funds as might 
essary. 
ever, this act was subsequently amended to cover losses from 
or fire, of securities and internal revenue stamps in the hands 

» postal service, and also was amended to cover losses from 
site in connection with redemption of savings bonds. 
ce that amendment, this last item has been a major charge to 
ccount. The balance in the account last year when this question 
aised was about $139,000. The balance presently is $103,000. 
> other account, “Unclaimed Partial Payments on United States 
ys bonds,” was established after World War II when many 
rnment contractors—also those who were not Government con- 
rs—wished to dispose of certain funds they had unclaimed in 
hands belonging to individuals whose whereabouts were un- 
n—former employees of the corporations who — ribed to sav- 
bonds by authorizing deductions from their wages. These 
ces to the credit of the individuals were not suffic ent to pay 
1e bond. 

Canrierp. Would these corporate entities hold those funds 
there was a complete subscription price paid ¢ 

. Maxwe.t. That was the plan, Mr. Canfield. If the individual 
1 long enough and deductions made from his salary in the 
nt equivalent to the purchase price of the bond, the bond would 
een purchased and given to the employee. However, employees 
| leave their service without leaving forwarding addresses, or 
ind check would be mailed to them and would be returned as 
med. 

er the lapse of a certain time, after they felt there no longer 
ty possibility of contacting the employee and making refund, 
irned the funds over to the Treasury with the last address and 
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other identification which could be used by us to make refunds if the 
‘laim ever was transmitted to the Treasury, 

ne of the reasons it was kept in a Separate fund is because many 
zovernment contractors during the war were required to do so under 
a ruling of the GAO. The General Accounting Office ruled that the 
contractor could be paid for Government Contracts only provided the 
contractor actually paid out money expenditures thereunder. Tf they 
had not paid it out, they could not get payment on the contract, go 
they required the companies either to turn the money held for savin 
bonds subscriptions to the Treasury or put it in a trust account which 
was outside the control of the contractor, Many companies decided 
to turn these funds over to the Tre 


asury rather than set up trust 
accounts in their organization. 


§ was felt that most of the claimants nev 
funds; our experience has been very few, actually have claimed the 
money and even after the publicity a year ago, very few were bona 
fide claims, Under these circumstances, we felt we could safe] 
utilize these funds to offset losses which had been incurred in the 
“Government losses in Shipment account” by covering overpayments 
to individuals in redeeming savings bonds, We felt that, in this way, 
the program might pay for itself, by using the two funds that way, 

Mr. CANFIELD, However, js it not true from what you say that thig 
fund is Susceptible of ne 


W claims because of amendments to the old 
act? In other words, do I understan 
that if an EF bond in the Possession of 


d from what you say here today 
there was adequate proof thereof 


& person were destroyed and 
submitted to the Treasury that there 
would be payment from this fund? 
Mr. Maxwe tu. In such an instane 


ance, this would not be charged t 
the “Government loss in shipment fund.” The fund js available jp 
case a bank redeems a security with presumably good indentification, 
and later they discover that person is not the right payee; or some- 
times a person claims he has lost his bond and might receive a dupli- 
“ate and cash it in. Later somebody else finds the original and cashes 
it and we cannot recover from the person who cashes the bond. 


Those are the items which are charged to this “Government loss in 
Shipment.” 


In all cases there must be no neglig 


er would ask for these 


ence on the part of the bank; if 
there is negligence the bank has to stand the loss, However, if there 


1S no negligence on the part of the bank then we allow the claim and 
charge it to “Government loss in shipment.” 

Mr. Canrmzp, Your two main activities are 
and maintenance of the Government’s centr 
discussed at some length; and ( 
payments ? 

Mr. Maxwetz. Yes, sir, 


(1), financial] reporti 
Tal account, which you have 
2), processing deposits of withheld tax 


PROCESSING DEPOSITS oF WITHHELD TAX PAYMENTS 
Mr. Canrtetp, Briefly, wil] you discuss your responsibilities under 
that item, processing deposits of withheld tax payments? 


Mr. Maxwent. Yes, sir. I think J should fave mentioned that 
earlier. 


Under the Current Tax Payment 
to withhold Income taxes from the y 


Act of 1943, employers are required 
vages of their employees. If they 
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id in any 1 month up to $100, they are required to turn that 
over to the Treasury, either through a Federal Reserve bank 
cal depositary. About 80 percent of such taxes are paid through 
depositary. 
act was amended to include excise taxes, social-security taxes, 
id-retirement taxes, and further extended to farmers. 
eceipt is given to each taxpayer, when he makes the payment, 
‘ederal Reserve bank. The receipt is attached to the employers 
turn and is filed with the quarterly return when it is forwarded 
district director of Internal Revenue. The Director accepts the 
as proof that the tax has been paid, but he returns it to the 
al Reserve bank that issued it to make sure there is no error. 
that service the Federal Reserve bank is reimbursed; in 1956 
mbursed Federal Reserve banks to the extent of $917,000. The 
ite for this year is $935,000. In 1958 we estimate it will be 
100. 
se Increases are based primarily on an increase in the volume 
ositary receipts. This volume is not within our control. The 
ie is based on economic factors and many other things which 
e the number of depositary receipts issued to taxpayers. 
1956 we had 8,338,000 items. In 1957 we initially estimated that 
mld have 8,500,000; and in 1958, 8,600,000 items. 
ould like to point out that up to December 31, this year, we have 
ly received 4,403,000 depositary receipts. On that basis, projected 
e rest of this year, it would point to a total of 9 million deposits ry 
ts for this year. This is around 500,000 more than we originally 
pated. So we feel the figure we have for 1958 may be low. 
. Canrrenp. Off the record. 
iscussion off the record.) 
. Canrrecp. That is all. 
. PassMAn. Mr. James. ! 
. JAMES. I have no questions, Mr. Chairman. Off the record. 
iscussion off the record.) 
. Passman. Mr. Sieminski, 


STANDARDIZED TERMS 


. Steminski. From where you sit, sir, what is the vocabulary that 

vould use—and I am out to learn something—do you have terms 

us public deposits, corporate deposits, public payments, corporate 

ents, public investments, corporate investments; are those words 

‘ome across your desk in your functions? 

. Maxwetu. We do not use those terms in exactly that nomencla- 

although we may have some of the transactions you speak of. 

. Steminski. What are some of the terms that you use? 

. Maxwet.. Investments. Investments cover the investments of 

funds. We call it trust investments usually. 

do not differentiate between corporate payments and other pay- 
They are all disbursements by the various Government offi- 

vho have authority to make disbursements. 

enditures: We have used expenditures in the past as synonymous 

lisbursements, but that is not correct from the generally accepted 

of accountants outside the Government. Expenditures should 

te administrative action on an accrual basis. 


7824—57——-32 


















































496 






Mr. Sreminsxi. Do you have receivables? 

Mr. Maxwett. Yes, receivables; accounts receivable, notes receiy. 
able. 

Mr. Steminsxkt. And payables? 

Mr. Maxweti. And payables. Up to now our payables have beeng 
part of our obligations, but the attempt is being made to separate the 
obligations into accounts payable and what we might call commit 
ments. 

Mr. Sreminskt. Do you feel that there is an adjustment taking plage 
in the vocabulary of accountants and people with functions such ag 
yours as between corporate and Government activities ¢ 

Mr. Maxwetx. The Government nomenclature in the past has beep 
in many cases applicable only to Government activities, but there hag 
been a trend toward using in the Government the nomenclature usual- 
ly used and accepted by accounting firms. 

Mr. Steminskt. That is good news. It should step up a better 
understanding of our problems. If there is difficulty, we do not want 
panic but understanding and tolerance. If there are good times appre 
ciation is desired; and if there is a tendency to knock us from good 
times to adverse situations I think the more that nomenclature is the 
same the less tendency there will be to run in panic should someone 
cry “Fire” or “Crash.” 

Mr. Maxwett. I think that is well stated. Any place you have 
statements where you use a common nomenclature and everybody 
understands what you mean, it is very helpful. 

Mr. Sremrnski. It was interesting to me, in traveling last summer, 
to come to a filling station in a little town in Iowa. It was ¢ ee 
its 100th anniversary. Male citizens of the town wore beards. I asked 
about the town. I asked, “How many banks do you have?” 

He said, ““We have two banks.” 

I said, “How are the deposits ?” 

He said, “This is one of the richest towns in the United States, 
Everybody has money, and we are proud of it.” 

That was quite a refreshing expression. No one thought that the 
banks were in debt tothem. Their money was thought of as an invest 
ment on deposit with the banks. We in the East have been through 
an era where, in industrial towns, one was almost ashamed to say one 
had anything beyond a bread-and-butter existence. Here was a town 
100 years old, people wore beards, presumably to show they had 
reached maturity, and they were not ashamed to say they had money, 
which they regarded as a mark of industry and thrift. They looked 
at money as something they got through effort, and it was now on 
deposit doing its work. 

Yet, we do not seem to think of our bond investments with Uncle 
Sam that way. Why? They are called public debt, as if there was 
something wicked in Uncle Sam putting money to work at a profit for 
the citizen. Perhaps the hue and ery arises because of our tax strue- 
ture and nomenclature, or, rather, from our failure to understand, or 
to allow others to understand, how our money works through Uncle 
Sam. 

Yet, Uncle Sam allows port authority bond interest and municipal 
bond interest to be tax free. This helps the fellows who fish in the 
big pond. Uncle Sam could help the fellows who fish in the little 
pond if he likewise made interest on matured series E savings bonds 
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to be tax free. “Sam, if you are being smacked around on the public 
debt, you brought it on yourself.” 

Iam glad to have this talk on nomenclature from you, Mr. Maxwell. 
If it will help to further the spirit I saw in that town in Iowa I will 
be very well pleased. 

Thank you, Mr. Chairman. 

Mr. Canrietp. Mr. Chairman, yesterday, when Mr. Kilby, Commis- 
sioner of the Public Debt, was before us, ‘there was a brief discussion 
of the Federal Reserve System, and I asked Colonel Johnson, the 
budget officer of Treasury, to have prepared for me a statement de- 
scribing the Federal are rve System and its functions | in our economy, 
and he “has done so. I ask consent, Mr. Chi airman, to have this state- 
ment incorporated in the record at the conclusion of the hearings on 
the Bureau of the Public Debt. 

Mr. PassMan. Without objection, it is so ordered. 

(The statement referred to may be found on p. 422.) 

‘Thank you, Mr. Maxwell, and members of your staff. 
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Obligations by objects 


1956 actual 


DIGISION OF DISBURSEMENT 


Total number of permanent positions | 1, 821 
Full-time equivalent of all other positions 103 
Average number of all employees 1, 892 
Number of employees at end of year 1, 796 
Average salaries’and grades: 
General schedule grades: | 
Average salary_- 4 abe all $3, 831 
Average grade indecent inst, GS-3.5 


Personal services: 


Permanent positions. | $6, 817, 632 | 


Positions other than permanent._. -| 299, 113 
Regular pay above 52-week base 23, 042 


Payment above basic rates__-._.-- 38, 430 | 


Total personal services_- ’ 7, 178, 217 


217 
Travel. ; : ens ; 27, 629 
Transportation of things 55, 032 
Communication services... - ; ae 5, 780, 704 
tents and utility services_- 263, 987 
Printing and reproduction > ' 33, 133 

Purchase of blank checks 633, 187 
Other contractual services _ - 130, 98 
Supplies and materials... .__-. 5a 887, 693 
Equipment — : 124, 757 
Grants, subsidies, and contributions: 

Contribution to retirement fund 


Refunds, awards, and indemnities ’ "7 B50 | 


Taxes and assessments aici he Ree 13, 620 


Total, Division of Disbursement. SS oe 15, 135, 


ALLOCATION TO SOCIAL SECURITY ADMINISTRATION, 
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 


Total number of permanent positions 
Average number of all employees 
Number of employees at end of year_. 





Average salaries and grades 
General schedule grades: 
Average salary . 
Average grade ; — +8-3.0 


Personal services: 
Permanent positions 788 
Regular pay above 52-week base 434 


Total personal services 3, 222 
Transportation of things 88 
Communication services 51, 675 
Rents and utility services | 3, 636 
Printing and reproduction 34, 038 
Other contractual services | 764 
Supplies and materials 44, 540 
Equipment , 037 


Total Social Security Administration __ ” | 52, 000 


Total obligations ‘ 15, 687, 907 


1957 estimate 


1, 810 
114 


1, 895 | 


1, 835 


$3, 853 


GS-3.5 


$6, 817, 666 


330, 602 | 


39, 768 | 


7, 188, 036 


34, 125 | 


78,350 
6, 236, 975 


297, 100 | 
40, 450 | 


583, 265 
707, 610 
981, 194 


110, 195 


7,000 | 
10, 700 | 


16, 275, 000 


$16, 275, 000 | 


|3/ 832 


| 
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Budget authorizations, expenditures and balances 


1956 actual | 1957 estimate | 1958 estimate 





BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation $15, 755,000 | $16, 275, 000 $17, 595, 000 
Obligated balance brought forward ‘ wanieandede 2, 601, 705 2, 790, 640 2, 532, 071 
Restored from certified claims dtcount.-.-.....--.-- 2, 316 





Total budget authorizations available 18, 356, 705 19, 067, 956 


EXPENDITURES AND BALANCES 


Expenditures— 
Out of current authorizations 12, 898, 182 13, 744, 605 14, 763, 985 
i 06 UETOE SUEROTENNENOUNL «04 ctnccsgecednpacccusnnnnedien 2, 581, 849 2, 791, 280 2, 503, 515 
a ee ee 15, 480, 031 16, 535, 885 17, 267, 500 
Balance no longer available: 
Unobligated (expiring for obligation) ___- : * 67, 093 
So oristcinnges ore 18, 941 phsadndaneminls 
Obligated balance carried forward : 2, 790, 640 2, 532, 071 2, 859, 571 


Total expenditures and balances-_-..........--- 18, 356, 705 19, 067, 956 20, 127, 071 


Mr. Passman. The committee will come to order. 

I wish to state for the record that it is indeed rare for Mr. Gary, 
the chairman of this subcommittee, to be absent from any hearings; 
but he is necessarily absent today because of the death of one of his 
very dear friends down in Richmond. He is attending the funeral. 
He will be back tomorrow. I thought the record should show why 
he is absent this morning. 

The next item the committee will consider will be that of the Divi- 
sion of Disbursement under the Bureau of Accounts. This Division’s 
appropriation for fiscal 1957 amounted to $16,275,000. The estimate 
for 1958 is $17,595,000, an increase over the 1957 appropriation in the 
amount of $1,320,000. 

At this point in the record we will insert pages 47, 48, 49, 50, 51, and 
52 of the justifications. 

(The material referred to is as follows:) 


SALARIES AND EXPENSES, DIVISION OF DISBURSEMENT 
Analysis of appropriation base for fiscal year 1958 


Regular appropriation, 1957 act $16, 100, 000 
Supplemental appropriation for 1957 : 175, 000 


Total appropriation, 1957 
Reductions : 
Activity No. 1, processing payments_.__......___-_--_ $129, 904 
Activity No. 2, issuance of savings bonds_______--_--- 922 


VU «a. 130, 826 


Additions: 
Activity No. 1, processing payments_____ ca a= “0, to 
Activity No. 2, issuance of savings bonds______ 8, 394 


UCR deus ; wait 
Adjustment in base (net). 307. 364 


Appropriation base for 1958__-- 16, 582, 364 
Increase over appropriation base for 1958__- ue 1, 012, 686 


Appropriation estimate for 1958 ; , 595, 000 


Increase or decrease from total appropriation, 1957_______-__ 1, 320, 000 


va 
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Comparison of appropriation base with appropriation estimate for 1958 





















num 
nd 
Appropriation base Appropriation esti- Increase (+) or . 
for 1958 mate for 1958 decrease (—) 
: “- 
Activity Pe = = ~ a 
A verage Amount Average Amount Average Amount 
positions position positions Ribs 
chdiiies = anil 
, 1, Pre 
1. Processing payments : 1, 767.3 |$16, 248, 821 1, 848.0 |$17, 261, 457 80. 7 $1, 012, 63 
2. Issuance of savings bonds in da 72.0 | 333, 543 72.0 333, 543 
Total a ---| 1,839.3 | 16, 582,364 | 1,920.0 | 17, 595,000 80. 7 1, O12, 635 
Adjustment in Base (net) __.- haha +-55. 7 307, 364 i —55. 7 +307, 364 
Total, appropriation 1957, | 
and appropriation estimate | 
for 1958 me eh 1,895.0 | 16,275,000 1,920.0 | 17, 595, 000 95.0 1, 320, 00 


SALARIES AND EXPENSES, DIVISION OF DISBURSEMEN1 





GENERAL STATEMENT 


Functions 

The Division of Disbursement is responsible for disbursing moneys of all 
civilian executive departments and agencies except the postal service, and cer- 
tain Government corporations. Its functions include: (1) Making payments 
from appropriated, trust and deposit funds (31 U. S. C. 492); (2) issuing sub 
stitute checks for all disbursing officers of the United States Government (31 





































U. 8S. C. 528); (8) issuing United States saving bonds under the Government h 
payroll savings plan (31 U. 8. C. 757¢c); (4) preparing vouchers for periodie 195 
payments (51 U. 8S. C. 82a); and (5) preparing payrolls for check payments to t 
to Government employees. mal 
we. 
Organization t 
The Division consists of a Washington central office and 21 regional disburs- | Inc! 
ing offices. In addition to the activities of the central and regional offices, | of | 
payments are made by delegation through assistant disbursing officers and | wi 
agent offices who are employees of other agencies, but who in disbursing publie | Fe 
funds operate under the direction of the Division of Disbursement. For the } Sal: 
most part agent officers are located at Government agency stations, foreign and | | l 
domestic, including hospitals, penal institutions, and other locations where smal] | Mc 
on the spot cash payments must be made (e. g., payments on account of the | 8! 
veterans’ patients’ fund, Federal prisoners’ fund, etc.). rey 
res 
Increases, fiscal year 1958 - 
The increase for the fiscal year 1958 is due to two factors: (1) Public Law } du 
854, 84th Congress, provides that departments and agencies shall deposit in | wit 
the civil service retirement fund an amount equal to 644 percent of the salaries | tio 
of all employees subject to the Civil Service Retirement Act. Based upon the ] ing 
estimated employment for the fiscal year 1958, after giving effect to employees } siv 
not subject to the act, it is estimated that the direct cost of this provision will 
amount to $421,655. (2) An increase of 18,130,200 payments over the number j yeé 
to be processed in the fiscal year 1957. Of this increase in work volume, 16, ] eff 
863,500 payments are due to increased benefit payments for Social Security | ele 
Administration, of which 9,398,000 payments are the direct result of the Social tio 
Security Amendments of 1956, Public Law SSO, S4th Congress. Pu 
of 
WORK VOLI sul 
Work volume Af 
The budget estimates of the Division of Disbursement are based on the volume | ™ 
of work to be processed multiplied by the unit cost developed from cost accounts. bo 
Estimates of the number of checks and bonds to be processed are obtained 0 
from each department and agency served by the Division. These estimates are 
analyzed in the light of the past year’s volume, current trends, legislation, and 
other factors. Where estimates appear inconsistent, discussions are held with 
officials of the agencies involved and revised estimates are obtained where | 49 
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There follows a table showing the number of payments by activities and the 
number of bonds for the fiscal year 1956, the estimates for the fiscal years 1957 
and 1958, and the increase in 1958 over 1957. 


1956 actual | 1957 estimate | 1958 estimate | Increase 1958 
| over 1957 

— 
j, Processing payments: | | 

Veterans’ Administration ; 70, 562, 000 70, 562, 000 

Refunds on national service life insur- 

ance ‘ | 3, 588 3, 750, 000 3, 750. 000 |_. 
Social Security Administration ---_--.-- 3: 104, 136. 000 120, 999. 500 
Incorme-tax refunds ; 34, 23 34, 400, 000 34, 400. 000 


Gas-tax refunds 1, 300, 000 | 2. 000, 000 
Other agencies ; 21, 228, 2 21, 821, 000 22, 387, 700 


Subtotal — : . ; .132 | 235,969,000 | 254, 099, 200 18, 130, 
9 Issuance of savings bonds d 3, 628 2, 900. 000 2, 900, 000 


Total . j 4 223. 475, 7 238, 869, 000 256, 999, 200 18, 130, ‘ 


UNIT COSTS 


The Division develops costs for each type of check by personal services, 
penalty mail, and other costs such as supplies, printing, contractual services, ete. 
Management improvements and other savings reflecting reductions in cost of 
personal services and other expenditures are automatically reflected in the 
actual costs. 

In developing the estimated unit costs for the fiscal years 1957 and 1958, the 
1956 actual unit cost was used as a base. This base was adjusted to give effect 
to the nonrecurring costs included in the actual unit cost for the prior year, 
management and other savings from the prior year, and additional savings which 
we anticipate, but which have not yet materialized. 

Unit cost for fiscal year 1956.—The actual unit cost for the fiscal year 1956, 
Including 3 cents postage, amounted to $0.0702. This cost represents a reduction 
of two-tenths cents as compared with the 1955 unit cost even though the 1955 
unit cost only included 314 months increased salary costs resulting from the 
Federal Employees Pay Act of 1955, whereas the 1956 cost included the increased 
salary cost for a full year. 

Unit cost for fiscal year 1957 —The revised unit cost for the fiscal year 1957, 
including postage, is computed at $0.0681. This computation was developed by 
using the actual unit cost for 1956, reduced by nonrecurring items totaling $65,695, 
representing additional blank checks and check envelopes purchased in 1956 to 
restore the inventory to a normal level, and $15,410 representing reductions in 
equipment purchases in the fiscal year 1957. The 1956 unit cost was also re- 
duced by management improvements effected in the fiscal year 1956 together 
with other anticipated savines for improvements and an experimental installa- 
tion of electronic equipment in the Boston regional office. In all, these operat- 
ing improvements are expected to produce additional savings of $386,241 (exclu- 
sive of cost of increased volume) and the unit cost has been reduced accordingly. 

Unit cost for fiscal year 1958.—The revised unit cost of $0.0681 for the fiscal 
year 1957 was used as a base for developing the 1958 unit cost. After giving 
effect to anticipated management savings and an additional installation of 
dectronic equipment in the New York regional office, it is expected that addi- 
tional savings of S18S6.077 can be realized in the fiscal year 1958. However, 
Public Law 854, 84th Congress, provides for the deposit into the retirement fund 
of an amount equal to 6% percent of the salary of those employees who are 
subject to the Retirement Act, which it is estimated will amount to $421,655. 
After giving consideration to the aforementioned savings and additional retire- 
ment costs, it is estimated that the unit cost for the fiscal year 1958 will amount 
to $0.0684 after eliminating overhead and general Supervisory costs applicable 
to increased work volume. 


EXPLANATION OF LANGUAGE CHANGES 


No appropriation language changes will be necessary during the fiscal year 
1958. 
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Analysis of appropriation base 























































—~- | Red 
Appropriation allo- Net change in hag 
cation for 1957 Adjustments in base increase (+) de 
crease (—) 
Activity ety . : 
Average Amount Reduc- | Additions | Average Amount Add 
positions | tions positions ' 
ae ee ae — _ ee - ~— 
1, Processing payments_____________ | 1, 822 |$15, 958, 929 | $129, 904 $419, 796 | —54.7 | re 
2. Issuance of savings bonds_.._..._- 73 316, 071 | 922 18, 394 1.0 | +17,4 
—_—— —--| _ - —_--- - - —————— 
wcccentnbbsasiccububicete 1, 895 | 16, 275,000 | 130, 826 438, 190 -55.7| +307, 364 
Net change in base 
1- PROCESSING PAYMENTS 
Reductions: 
Combined check-signing and microfilm operation_____- —$51, 76 
A new combination microfilm and check-signing machine . 
has been developed which will perform both operations 4 


concurrently. It is anticipated that the installation of 
these machines in the latter part of the fiscal year 1957 


Ch 




























will result in a reduction of personnel with a correspond- - 
ing savings amounting to $51,705 in the fiscal year 1958. 
Simultaneeus preparation of checks and copies of listings____~ —5, 000 
In connection with Veterans’ Administration periodic pay- 
ments, a new procedure will make it possible to combine the : 
preparation of checks and listings into 1 operation, which 
will reduce personal services costs amounting to $5,000. Di 
Preparation of payrolls and checks in advance of certification —83, 950 1 
Under a_ revised procedure, regional offices will, by sa 
arrangement with agencies served, eliminate mailing pay- se] 
lists to the agencies prior to issuing checks. It is estimated cis 
this will result in savings of $3,950. St. 
Installation of electronic equipment_ —60, 320 | Xe 
It is anticipated that the inst illation of electronic equip- all 
ment for checkwriting purposes in the Boston regional office fo! 


which is expected to be put into full operation during the 
third quarter of fiscal year 1957 will result in savings of 
$10,320 in fiscal year 1958. In addition, it is estimated that 
installation of electronic equipment in the New York regional 
office during the second quarter of fiscal year 1958 will result 
in savings of $50,000 for that year making a total savings of 
$60,320. 
Cash award for suggestions program and miscellaneous projects —8, 929 
Additional savings are expected to accrue from cash 
awards for suggestion program and work simplification 
program and miscellaneous savings not included in other 
categories amounting to $8,929. 


Total reductions __ 





Additions: 
Government contribution to civil-service retirement cost +396, 9 
Payment to civil service retirement and disability fund 
effective July 14, 1957, pursuant to Public Law 854, approved 
July 31, 1956. 
Payment in excess of 52 weeks 22, 843 
Personal services for the fiscal year 1957 are based upon 













260 working days whereas the fiscal year 1958 will be based re 
upon 261 working days. 

al 

AE a a ids ete taeda cd chided s tcblesiicinimainiddiblbatia +419, 79% | ti 

SS W 








Net change in base, activity No. 1....._..._..__._.__.____...__.___. +280, 892 
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mount 


——., 


$289, 89) 
+17, 479 


+307, 34 
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2. ISSUANCE OF SAVINGS BONDS 
Reductions: 
Work simplification and cash awards program________-_ ah Se 
That part of the savings resulting from this progra im ap- 
plicable to this activity amounts to $922. 


— $922 


Additions: 
Government contribution to civil-service retirement cost____-_- +17, 594 
That part of the addition resulting from Public Law 854 
which is eae to this activity amounts to $17,594. 
Payment in excess of 52 weeks___-_________- jahielpabcielabiecctiets Seapenih +800 
Personal servites for the fiscal year 1957 are based upon 
260 working days whereas the fiscal year 1958 will be based 
upon 261 working days. 


"otal: aGGiioMe esl el ee a ee ee +18, 394 
Net change: in. Dase, Sctivity: RO Buccs ccieicnntmitenineesien +17, 472 
BCE, COAMOC GR Dio ccinieciticn ses eodouien a aaa ees +307, 364 


Mr. Passman. We have with us at this time Mr. Julian F. Cannon, 
Chief Disbursing Officer. If you have a statement to make, Mr. Can- 
non, we will be happy to hear from you. 


GENERAL STATEMENT 


Mr. Cannon. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, the Division of 
Disbursement performs disbursing functions and issues United States 
savings bonds through its 21 regional offices for more than 1,300 
separate United Sti 1tes Government offices. The Division also exer- 
cises technical supervision over the disbursing operations of United 
States disbursing officers stationed at embassies and consulates in 
all foreign countries and serves as the focal point in arranging for 
foreign disbursing service for all civilian agencies of the United States 
Government. 

The Division also issues substitute checks to replace lost, stolen, 
destroyed, and mutilated checks for all disbursing officers of the 
United States. 


BASIS FOR PREPARING APPROPRIATION ESTIMATES 


Appropriation estimates are based on the number of checks and 
bonds to be issued, multiplied by the related unit cost. Since dis- 
bursing is our sole function, there can be no question about the cost of 
this operation. All obligations incurred under our appropriation are 
charged to the cost of the completed product, the check or bond. Fixed 
charges for major items of essential supplies, such as blank check 
stock, addressing machine plates, envelopes, and postage on check 
mailings constitute approximately 50 percent of the appropriation 
requirements. 

Estimates of work volume are obtained from each department and 
agency served by the Division. These estimates are reviewed and 
analyzed by the Division in light of actual volume for the current 
and prior years, current trends, legislation affecting the payment ac- 
tivity and other factors. The Division cannot control the volume of 
work to be handled since e all payments are made pursuant to programs 
administered by the agencies for which we disburse. 
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Prior to submitting the appropriation estimates, the actual unit 
cost for the latest complete year is analyzed and adjusted to exclude 
any abnormal cost incurred in the prior year and to give effect to 
management and other savings actually realized or antic ipated. Ef. 
fect is also given to any new items of expense, such as that required 
under the Civil Service Retirement Act Amendments of 1956, which 
provided that an amount equal to 614 percent of the salaries of em- 
ployees subject to the Civil Service Retirement Act be deposited in 
the civil-service retirement fund from each agency’s appropriation, 









RESULTS OF OPERATIONS, FISCAL YEAR 1956 


As a result of further improvements in manpower utilization, in- 
creased production through better machine methods, and other man- 
agement improvements, we were once again successful in reducing 
the average unit cost. The unit cost for 1955, including postage, was 
$0.0730. For the year 1956, the unit cost was $0.0706, a reduction of 
nearly one-fourth cent under 1955. This reduction was accomplished 
in the face of an increase of 714 percent in our payroll cost occasioned 
by the Federal Employees Sala ary Increase Act of 1955. During the 
year 1956 we produced 14 million more items (checks and bonds) than 
we did in 1955. Despite this increase in work volume, we were able 
to reduce our personnel by 253 employees in 1956. In other words, 
we reduced our force by 11% percent last year and took on an in- 
creased work volume of 61 6 percent. Reduction in personnel was ac- 
complished by not filling vacancies. 


WORK VOLUME AND COSTS, 1947-58 





Mr. Chairman, in order that this committee may consider our ap- 
propriation request in relation to prior years, we have prepared the 
following comparative statement which shows for each year from 
1947 through 1958, the number of items processed, cost and the aver- 
age unit cost. 

Mr. Passman. Without objection, that table will be inserted in the 
record at this point. 
(The table referred to is as follows:) 


Tr a. y } ° lad ~ ~o 
Work volume, cost, and unit cost, fiseal years 1947 to 1958 











| | 
| 


Number of Total cost Processing 
tems proc includir Less cost of | Processing unit cost 
essed eim} 


yursable postage cost exclusive of 
n postage) 





7 $11, 002, 370 $11. 002. 370 | $0, 0638 
1948 10, 034, 622 | ; 10, 034, 622 . 0585 
1949 11, 215, 534 | 11, 215, 534 0610 
1950 11, 955. 053 11. 955. 053 . 0603 
ih 11, 600, 042 | 11, 609, 042 | . 0617 
1952 198, 120, 498 12, 682, 749 12, 682, 749 . 0640 
1953 199, 600, 630 10, 818, 617 | 10, 818. 617 . 0542 
1954 206, 978, 202 15, 367, 815 5, 129, 719 10), 238, 096 - 0495 
1955 212, 514, 246 15,513,053 | +5, 747, 422 9, 765, 631 - 0460 
1956_ - 226, 528, 426 15, 997, 737 6, 129, 960 9, 86 7 77 . 0436 
Estimated 

1957. 242, 327, 500 16, 605, 297 6, 639, 256 9, 966, 041 040 


L958 260, 557, 700 17, 943, 882 7, 181, 334 10, 762, 548 . 0413 
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APPROPRIATION FOR THE FISCAL YEAR 1957 


Mr. Cannon. The appropriation for the current year 1957, in the 
oon of $16,275,000, together with anticipated reimbursements of 
$330,297, makes a total of $16,605,297 available to process 242,327,500 
items at an average cost of $0.0685 (including postage), or about two- 
tenths of a cent less than the actual unit cost for 1956. The 1956 cost 
was adjusted downward by $475,276 as the result of nonrecurring cost 
items and anticipated management savings which will enable us to 
process 16 million more items in 1957 with a net increase of only 6 
ie However, the Social Security Amendments Act of 1956, 
which will materially increase the number of benefit payments, was 
approved subsequent to the approval of the current appropriation ; 
therefore, no funds were included in the 1957 appropriation for the 
additional work resulting from the act. The increased work resulting 
from the act falls into two general categories: (1) Wives, widows, and 
female wage earners will be eligible for benefit payments at age 62 
instead of 65, and (2) monthly disability payments to wage earners 
who are age 50 and above. 

The Social Security Administration expects to process 668,000 new 
age-62 cases to this Division during the fiscal year 1957, each of which 
will require embossing a new addressing machine plate and will result 
in about. 2,707,500 additional checks. Also, about 275,000 new dis- 
ability cases requiring new plates will be processed prior to the close 
of the year for use beginning in July 1957. The amount appropriated 
for 1957 did not include funds for this additional work. We will make 
every effort possible to perform this work within the limits of funds 
available. However, if the Social Security Administration estimates 
of new work proves to be accurate, it may be necessary to give con- 
sideration at a later date to the submission of supplemental estimates 
for 1957. 


APPROPRIATION ESTIMATES FOR 1958 


The Division is requesting an appropriation for 1958 in the amount 
of $17,595,000. This, together with anticipated reimbursements in the 
amount of $348,882, will make a total of $17,943,882. The total esti- 
mate is based on 260,557,700 items at an average unit cost of $0.0689. 
In arriving at this figure, the 1957 unit cost was adjusted downward 
in the amount of $187,021 for anticipated savings and overhead appli- 
cable to increased work volume. The decrease, however, was more than 
offset by additional cost of $431,669 which will result from the Civil 
Service Retirement Act amendments of 1956, which requires payment 
of 614 percent of salaries to the civil service retirement fund from the 
appropriation. Hence, the unit cost in 1958 will remain approxi- 
mately the same as in 1957. The work volume estimates represent an 
increase of 18,230,200 items over the estimate for 1957. Of this in- 
crease, 16,863,500 items are for social-security payments, of which 
9,398,000 are the direct result of the social-security amendments of 
1956, 

WORK VOLUME, 1957-58 
Mr. Chairman, I have a statement reflecting a comparison of the 


work volume between the fiscal vears 1957 and 1958, which I believe 
will give you a picture of our operations for the years 1957 and 1958. 
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Mr. PassmMAn. Without objection, the statement 
the record at this point. 
(The statement referred to is as follows :) 


will be inserted jp 


Statement reflecting a comparison of work volume for fiscal years 1957 and 1958 
included in budget estimates for 1958 





ee pees a a . ————————————— 


———. 





Increase (+) 


1957 esti- 1958 esti- or 


Agency or activity mated work | mated work | décrease (-) 
volume volume 1958 over 
1957 








Processed from anpronriation funds 


Veterans’ Administration $74, 312, 000 $74, 312, 000 

Social Security 104, 135, 000 120, 999, 500 + $16, 863, 500 
Income-tax refunds 34, 400, 000 34, 400, 000 

Gas-tax refunds ; 1, 300, 000 2, 000, 000 +700, 000 
Other regular agencies 21, 821, 000 22, 38 


United State 


7, 700 +506, 700 


savings bonds 2, 900, 000 2, 900, 000 







Total direct appropriation ....| 238, 869, 000 256, 999, 200 +18, 130, 20 


Processed from reimbursable funds: 
Department of Agriculture, Commodity Stabilization 

Service Sail 1, 556, 500 | 1, 656, 500 + 100, 000 

failroad Retirement Board: Unemployment insurance. __} 1, 902, 000 1, 902, 000 cates 





Total transfer funds____- a s a i 3, 458, 500 3, 558, 500 


+100, 000 






Grand total___ 242, 327,500 | 260,557,700 | +18, 230,20 








Mr. Cannon. In checking the work volume figures with the larger 
agencies as late as December 1956, we have been advised to expect a 
somewhat greater volume of payments for civil service retirement, 
veterans’ benefits, and the General Services Administration, aggre 
gating approximately 1 million items over the number included in the 
estimates for fiscal year 1958. We will undertake to find additional 
savings to enable us to make these payments and also to absorb recent 
increases in the cost for supplies, particularly envelopes which have 
increased in price 20 cents per thousand above that calculated in the 
estimates. On the basis of an annual consumption of 247,200,000 
envelopes, the increase on this item alone amounts to $49,440, which 
vas not anticipated when our budget estimates were presented. 


INCREASE 





IN PRODUCTION 


When the Division of Disbursement began operating in 1935, dis- 
bursing was largely a manual job, All checks were typed except salary 
and repetitive benefit payments, which were prepared on ae fed 
addressing machines. Checks were signed manually. In 1935, the 
Division produced 29,520,596 checks with 1,066 employees, att: init 
an average production of 28,000 items per employee. 

In 1956 the Division processed 226.5 million items with 1.944 em- 
ployees—an average production per employee of 110,000 items. This 
increase of 290 percent in productivity per employee was due to the 
fact that by concentrating a large volume of work in a few locations, 
the operation enabled more effective use of modern high-speed ma- 
chines and more efficient utilization of manpower. Machines and 
methods in use today have made our machines and methods of 1935 
obsolete. But our search for improvement goes on cons stantly, for 
we know that machines of today will likewise be made obsolete by 
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future machine processes. Disbursing is our sole function and we 
give it our undivided attention. 


WORKLOAD AND PERSONNEL 


The following table shows for each year from 1935 through 1958 
the number of items processed, the cost of personal services, the num- 
ber of employees, their average salary, and composite average produc- 
tion per employee. 

Mr. Passman. Without objection, that table will be inserted in the 
record at this point. 

(The table referred to is as follows :) 


——— — — 





. ‘ 

Number of Personal Average Average Number of 

Fiscal year of items service cost number of salary per items per 
| employees employee employee 


29,520,596 | ¢ 58 | 
34, 466, 656 , 614, 312 | 
32, 874, 108 , 705, 918 | 
31, 531, 513 , 739, 113 
36, 998, 102 , 745, 890 
, 045, 645 , 863, 035 | 

58, 760, 577 2, 190, 467 
31, 434, 882 2, 774, 779 | 

, 551, 543 3, 845, 764 
76, 250, 894 , 444, 184 
95, 057, 304 5, O51, 217 
3, 730, 244 | 6, 905, 149 | 
72, 488, 422 , 699, 070 
71, 555, 651 | 8, 159, 083 
3, 925, 581 9, 275, 989 
8, 097, 940 9, 855, 873 
88, 027, 401 9, 434, 527 | 
3, 120, 498 | , 906, 760 | 
9, 600, 630 | 8, 641, 760 
8, 202 | , 988, 231 | 

5 4, 246 | , 799, 163 

28, 426 | , 364, 731 
500 | , 382, 601 | 
260, 557, 700 , 534, 409 | 


, 298 | 28, 000 
522 | 32, 000 
, 629 | 31, 000 
736 | 31, 000 
, 737 | 37, 000 
814 43, 000 
, 459 39, 000 
580 35, 000 
938 35, 000 
105 36, 000 
114 39, 000 
193 46, 000 
329 | 46, 000 
366 | 49, 000 
739 | 54, 000 
909 | 58, 000 
009 60, 000 
379 67, 000 
425 79, 000 
AG 91. 000 
550 96, 000 
788 110, 000 
786 118, 000 
, 813 124, 000 


932 | 
523 
286 | 
197 
944 
950 | 
976 | 


Pmt et Beet IND ND ND IND G19 GS 19 G0 G0 9 INS Pt et et bet tet bet et bt 
Hepes we spPNPNNNE rer rrr. 





1In order that the average production per employee for the fiscal years 1956, 1957, and 1958 may be com- 
parable with the figures reflected for prior years, the work volume for the Birmingham Social Secur‘ty Office 
(which is included in the number of items) has been excluded in computing the average production per em- 
ployee. 

2 Estimated. 


MANAGEMENT SAVINGS 


Mr. Cannon. During the fiscal year 1956, our management-im- 
provement program en: abled us to realize savings amounting to $582,- 
473. ‘These savings permitted us to process and pay postage on 314 
million additional payments in 1956 without requesting additional 
funds. It was also possible to absorb the cost of within-grade promo- 
tions and a substantial part of the salary increases resulting from the 
Pay Act of June 28, 1955. 


STUDIES INVOLVING DELEGATION OF DISBURSING FUNCTIONS 


In connection with the disbursing studies now under consideration 
involving social-security payments in Birmingham and veterans’ pay- 
ments in New York, the Treasury is not satisfied that the results at- 
tained indicate that transfer of the large-v olume disbursing operations 
to the agencies can be made without increasing the overall disbursing 
costs to the Government. 
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At the suggestion of the Secretary of the Treasury a committee hag 
been designated, composed of the Fiscal Assistant Secretary of the 
Treasury, the Assistant Director of the Budget and a representative 
of the Comptroller General, to consider all phases of the disbursing 
question. As indicated in letters dated October 18, 1956, from the 
Secretary of the Treasury to the Director of the Budget and the Comp. 
troller General, it is expected that consideration will be given not 
only to the costs involved in the large-volume disbursing operations, 
but also the impact on the costs of the remaining disbursing opera- 
tions if continued in the Division of Disbursement or transferred to 
the nume rous agence ies for which such disbursements are made. Sinee 
the Treasury’s central accounts are tied to the present disbursing sys- 
tem and as the operations of Federal Reserve banks are involved in 
paying Government checks, it is also expected that all costs of the 
Government which would S affected by any major change in the 
present Treasury disbursing organization will be considered. 
Mr. Passman. Thank you, Mr. Cannon. 
Mr. Cannon. Thank you, Mr. Chairman. 





GOVERNMENT CHECKS ISSUFD BY DIVISION OF DISBURSEMENTS 





Mr. Passman. You mention in your statement the number of checks 
handled by the Division of Disbursement. What percentage of the 
total number of Government checks, so far as making up the vouchers, 
is h: indled through your office? 

Mr. Cannon. In the neighborhood of two-thirds. Of a total of 
350 million checks issued all told for the Government 

Mr. Passman. Per month ? 

Mr. Cannon. Per year—we issue around 240 million. 

Mr. Passman. That would be a small percentage of the total num- 
ber of checks drawn on the United States Treasury; would it not? 

Mr. Maxwe.w. 350 million represents the total of all checks drawn 
on the Treasurer of the United States. 

Mr. Cannon. Drawn by all Government offices. 

Mr. Passman. How many Federal employees do we have ? 

Mr. Maxwetyi. About 2 million. 

Mr. Passman. And they get checks 12 times a year ? 

Mr. Cannon. Twenty-six times a year. 

Mr. Passman. If you multiply that by 2 million, you would come 
up with a larger number than that, would you not? Of course, the 
military services and the Post Office Department are not in there, nor 
the Capitol Hill employees. In other words, you draw about 50 per- 
cent of the total vouchers that are drawn; is that correct ? 

Mr. Cannon. Of the total checks. 





CLEARANCE 





OF CHECKS 





Mr. Passman. After all checks have been cashed, do they clear back 
through the Division of Disbursement ? 

Mr. Cannon. No,sir. 

Mr. Passman. They go back to the respective agencies ? 

Mr. Cannon. The checks come to the Treasurer. At the present 
time some Federal Reserve banks are making payments of Govern- 
ment checks. Others are cleared through the Treasurer. 

Mr. Passman. Then there is no central ‘auditing system ? 
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Mr. Maxwewt. At the present time that is true. In some instances 
oficials draw against their own account in banks where they have 
their own accounts, like offices overseas. Those checks go to the Gen- 
eral Accounting Office for reconciliation. And some ¢ -hecks under the 
new electronic procedure go to the Treasurer of the United States. 


MUTILATED OR LOST CHECKS 


Mr. Passman. Percentagewise, how many mutilated checks do you 
have to replace / 

Mr. Cannon. These are checks sent out to the payees that subse- 
quently become mutilated 4 

Mr. Passman. That is right. 

Mr. Cannon. We have in the neighborhood of 3,000 per month of 
mutilated and lost checks and others for which we have to issue sub- 
stitutes. Part of them are mutilated, part are lost, and part may be 
destroyed by fire. 

Mr. Passman. Percentagewise that is relatively small ? 

Mr. nee Yes. 

Mr. Passman. On the puncheard type of check, have you noticed 
any increase or decrease in the number of substitutes you have to 
issue / 

Mr. Cannon. No more than we used to have percentagewise under 
the old paper checks. 

COST OF POSTAGE 


Mr. Passman. Mr. Cannon, in your general statement did you men- 
tion the amount of postage that you pay over to the Post Office De- 
partment annually ? 

Mr. Cannon. No, but I have that figure. 

Mr. Passman. What is the amount? 

Mr. Cannon. In 1957 our postage bill is estimated at $6,596,626 
from appropriated funds; and in 1958 it is estimated at $7,136,320. 

Mr. Passman. Does that include the entire Bureau of Accounts, 
or just the Division of Disbursements 4 

Mr. Cannon. The Division is a part of the Bureau of Accounts. 

Mr. Passman. I understand. That would be the total postage bill? 

Mr. Cannon. Only for the Division of Disbursement. 

Mr. Passman. Could you give us the total for the Bureau of Ac- 
counts, because the Division of Disbursement is under the Bureau of 
Accounts / 

Mr. Maxwe.u. We will be glad to furnish that. We also have an 
item of 3 cents for each depository receipt for which we reimburse the 
Federal Reserve bank. 

Mr. Passman. We would like to have that also, for the 3 years, fiscal 
1956, 1957, and an estimate for fiscal 1958. As far as the Division of 
Disbursement is concerned, it is $7,136,520 ? 

Mr. Cannon. For 1958, yes, from appropriated funds. 

Mr. PassmMan. anny furnish a table for the entire Bureau of Ac- 
counts for the 3 year 
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(The information requested is as follows :) 





























M 
Total cost of postage ey 
al . os _ veal ciliata M 
Appropriation chargeable | 1956 1957 1958 tabl 
——E ED eee - = M 
1. Salaries and expenses, Bureau of Accounts: | : | ly 
Postage paid by Federal Reserve banks_.-------- ibis $263, 000 | $276, 000 $279, 000 ply 
Other- eS Se eee =e 5, 200 a 5, 600 | a 5,000 wou 
Total : Mi ete t 268, 200 | 281, 600 | 284, 609 ( 
2. Salaries and expenses, Division of D_. Sursement } 6, 129, 960 | 6, 639, 256 7, 181, 334 
- an — _ _ ee 
RMR bese hit eh ee eee ead b 6, 398, 160 | 6, 920, 856 7, 465,99 | Br 
REIMBURSEMENTS FROM OTHER AGENCIES 
Mr. PassmAn. What reimbursements does the Division of Dig. |" 















bursement have from other agencies / 

Mr. Cannon. We receive reimbursements from the Department of 
Agriculture for agriculture conservation payments; and we receive 
reimbursement from the Railroad Rtirement Board for unemploy- 
ment and sickness benefit payments of the Railroad Retirement 
Board. 

Mr. Passman. Do you perform similar services for other agencies 
for which you are not reimbursed ? 

Mr. Cannon. Yes. 

Mr. Passman. Agency or agencies ? 

Mr. Cannon. Agencies. 





BREAKDOWN BY AGENCY OF ESTIMATED DISBURSING COST 











Mr. Passman. Could you give us an estimate of the annual cost of 
the disbursements you make for other agencies that are not on a 
reimbursable basis ? 

Mr. Cannon. I am not sure I understand what you want. 

Mr. Passman. You are reimbursed for certain services that you 
perform for certain Federal agencies? 

Mr. Cannon. Yes. 

Mr. Passman. There are other Federal agencies for whom you 
perform similar services for which you are not reimbursed ¢ 

Mr. Cannon. The cost of that, though, i is borne from our regular 
appropriation. 

Mr. Passman. I understand that. You mentioned that you are 
reimbursed for your services by certain agencies ? 

Mr. Cannon. That is correct. 

Mr. Passman. Then I asked the question: Do you render similar 
services for other agencies for which you are not reimbursed, and 
if so the amount? 

Mr, Maxweuu. All of Mr. Cannon’s expenses—except for his own 
administrative expenses—are for other agencies. Do you want the 
total-cost of the checks he issues for other agencies and for himself! 

Mr. Passman. Yes. I think our able Secretary of the Treasury 
is trying to get the agencies on a self-supporting basis. 

Mr. Jounson. Could we go off the record ? 

Mr. Passman. Yes. 

(Discussion off the record.) 
Mr. Passman. I think you know the information we want. 
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Mr. Cannon. We will be happy to supply that information by 
agency. 

Mr. Maxwe vt. Is this the information you want [indicating 
table | ? 

Mr. Passman. Yes. This is the number of items, and you multi- 
ply it by unit cost. But inasmuch as you have given us this, if you 
would give it on a dollar basis it would be more complete. 
(The information following was subsequently supplied :) 







Breakdown by agency of estimated disbursing cost for fiscal years 1957 and 1958 








Ageney 1957 1958 


Appropriated funds: 






















Agriculture (including CCC and FS insurance) - _- ; $347, 307 $363, 984 
Architect of the Capitol 2, 689 3, 080 
Atomic Energy Commission_-.. ie . 23, 985 | 25, 024 
Civil Aeronautics Board 1, 539 | 1,715 
Civil Service Commission _.. p< DAeeeeeS ; sek bees 390, 552 | 432, 532 
Department of Commerce bowie net 139, 347 | L51, 945 
Department of Defense (Office : of the Secretary) _ - 17, 7€0 18, 858 
Executive Office of the President - 3,287 | 3, 468 
Federal Civil Defense Administration 5, 898 14,311 
Federal Communications Commission... ’ 7 a 3, 223 | 3, 893 
Federal Home Loan Bank Board 2, 567 2, 868 
Federal Mediation and Conciliation Service____- J tilbud | 1,310 | 1, 369 
Federal Power Commission. eyed Se meh aepiopad ove gpty 1,790 | 1,873 
Federal Trade Commission 1, 734 | 1, 842 
General Accounting Office 10, 523 | 10, 953 
General Services Administration ok 84, 286 | 84, 695 
Department of Health, Education, and Welfare. - 93, 788 95, 993 
Housing and Home Finance. f + ‘ a 62, 238 57,744 
Department of Interior 7 eal 213, 396 | 227, 198 


International Cooperation Administration 






























18, 121 
Interstate Commerce Commission. 6, 404 
Department of Justice. ; : d andl . | 93, 137 
Department of Justice (Federal Prison Industries, Inc.) 5, 587 5, 838 
Department of Labor 61, 713 65, 672 
Nationa] Advisory Committee for Aeronautics________- Es 16, 999 | 20, 389 
National Capital Housing Authority -_- 986 1, O87 
National Labor Relations Board__. 3, 529 3, 749 
National Science Foundation 2, 291 2, 776 
Renegotiation Board. ; 958 1, 002 
Securities and Exchange Commission 1, 995 2, 753 
Selective Service System _-—- 28, 216 | 29, 447 
Small Business Administration._- 4, 703 4, 919 
Smithsonian Institution i = 2, 486 | 2, 966 
Social Security Administration 6, 069, 556 7, 079, 501 
Department of State__.- ‘ ; : or , 184, 317 | 193, 031 
Treasury Department: 
Salaries and miscellaneous payments of all bureaus _- ‘ 205, O78 | 212, 318 
Tax refunds: 
Income tax 2, 298, 513 2, 318, 167 
Gasoline tax : 90, 000 110, 000 
United States Information Agency 5 8, 008 9, 203 
Veterans’ Administration 
rremium dividends on national service life insurance 264, 125 269, 830 
Veterans compensation, pension, insurance, subsistence, salary, ete 5, 178, 895 5, 291, 737 








All other agencies 12 





$31 13, 065 





; Subtotal B.d 15, 958, 929 17, 261, 457 
United States savings bonds 316, 071 333, 543 











Total direct appropriation 4 16, 275, 000 17, 5 595, 000 









WORKLOAD ESTIMATES 






Mr. Passman. In checking workload estimates with the vai ious 
departments, what leads you to accept the statement that there will 
be such increases as 700,000 gas-tax refunds and 74,000 more pay- 
ments by the Federal Civil Defense Administration ? 





















512 












































Mr. Cannon. We start with what we had for the preceding year | ..) 
and try to analyze trends, such as new legislation that might affect | ) 
those agencies, and in that connection we analyze the amount of in- I 
creased volume which the agency furnishes, and if we feel their esti- int 
mates are reasonable, we accept those figures. We accept them from | yo] 
the agency because they have first-hand know’ ledge. We donot. The | jin 
only thing we can go on is what has SRD InOR before, plus legislation |} 
that might have an effect on the agency’s workload. ) 

Mr. PAssmMan. Would you care to comment on this: The Federal] 
Civil Defense Administration’s expense is up 56 percent, but the 
workload is up 130 percent? 

Mr. Cannon. I do not believe I can answer that question. I willbe | } 
happy to furnish that for the record. but 

(The information following was subsequently supplied :) em 

; 7 
GASOLINE TAX REFUND PROGRAM = 

For the fiscal year 1958 the refunds to farmers will cover a full-year period 
instead of half a year. The amount of each refund will be at the rate of 3 cents 3,1 
per gallon instead of 2 cents in 1957. Also, many farmers failed to keep records ] 
of gasoline taxes in 1957 and therefore did not file for refunds. In all, it is esti- 7 
mated that the amount of the average refund for gasoline taxes to farmers wil] P 
be at least double the amount refunded in 1957. For these reasons, an increase of | de 
700,000 payments has been projected for the fiscal year 1958. ] 

7 
FEDERAL CIVIL DEFENSE PAY MENTS F 
ma 

The Federal Civil Defense Administration advises that their 1958 budget esti- ] 
mates anticipate approximately a 50 percent increase in personnel. It was fur- ] 
ther stated that there were other increases involving purchases of supplies, tak 
materials, and other services. However, the check-load estimate would not nee- a 
essarily increase in the same proportion as personal services and their latest du 


projection reflects an increase of approximately 100 percent over 1957 in checks 
to be issued. 








AMOUNT REQUESTED OF BUREAU OF THE BUDGET 





Mr. Passman. Your estimate for 1958 is $17,595,000. Is that the | 
amount you requested of the Bureau of the Budget? con 
Mr. Smirn. We did have a small reduction, but I did not bring _ 
those figures with me. We will furnish that for the record. im! 
Mr. Passman. Please furnish the total amount you requested, the |wo 


reduction that was made by the Bureau of the Budget , and whether 
the reduction was against some particular request or a straight across- 
the-board cut. 
Mr. Smiru. Yes, sir. 
(The information requested is as follows :) 
Eniieel estimate to Paureka of Dudect. ou oo oo te $17, 660, 000 
ee orn) Ieee er ee OR) I en sie Ce ee ck ee 17, 595, 000 


Becuction uy Buresn 6. Succet...=...- =... 65, 000 
The reduction was applied to the gasoline-tax-refund program. 


Mr. Passman. Mr. Canfield. 





UNIT COSTS 






Mr. Canrievp. Mr. Cannon, as I review your presentation here to- 
day, your unit-cost figure projected for 1! )58 is being held very close 
to the unit-cost figure for 1957, even though you have been required 
to undergo a series of additional costs ? 
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Mr. Cannon. Yes. 
Mr. Canrre.p. Including increased supplies? 

Mr. Cannon. The principal item next year will be the payment 
into the civil-service-retirement fund of 614 percent of our total pay- 
roll, which amounts to $421,655. We onal possibly have held the 
line if it had not been for that. 

Mr. Canrretp. You are paying more for supplies for the new year? 
Mr. Cannon. Yes. 





NUMBER AND PRODUCTION OF EMPLOYEES 


















Mr. CanrreLp. You were able to reduce your force this past year, 
but you anticipate, because of new demands, you will have to add some 
employees ? 

Mr. Cannon. We expect, with an 18,230,000 increase in workload, 
our personnel needs will be 25 additional employees in 1958. 

Mr. Canrretp. Your peak personnel was back in 1947, when you had 
3,735 employees ? 

Mr. Cannon. Yes, sir. 

Mr. Canrietp. And each year for 9 years that has shown a steady 
decrease ? 

Mr. Cannon. That is right, sir. 

Mr. Canrretp. You had 1,944 average positions in 1956, 1,950 esti- 
mated for 1957, and in 1958 you project 1,976 ? 

Mr. Cannon. Yes. 

Mr. CanFrevp. Will you furnish for the record at this point the 
table appearing on page 60 of your justifications that shows the re- 
duction in employees ¢ 

Mr. Cannon. Yes, sir; we will be happy to. 

(The table referred to is as follows :) 









PRODUCTION OF EMPLOYEES 





An effective means by which progress from year to year may be judged is the 
comparison of annual production ratios. As an indication of the progress which 
has been made in securing greater production per employee, there follows a table 
which shows for each year since 1947 the total number of items (including re- 
imbursable items) processed, the number of employees required to perform the 
work, and the average production of each employee. 





































a | Percentage of 
Number of | Number of | Average pro-| — increased 
Fiscal year items | employees duction per | production 
employee per employee 
| over 1947 
= ™ nan on _ —— 0 | — — 
EE eae 3, 735 | 46, 000 — 
IM8 (actual) = ..| 171,555, 651 3, 449 | 49, 000 7 
1M9 (actual) __._-- nubiaet aan 183, 925, 000 | 3, 387 | 54, 000 17 
1950 (actual) : j Phase 198, 097, 940 | 3, 388 58, 000 26 
51 (actual) a shania aie | 188,027,401 | 3, 135 | 60, 000 30 
1952 (actual) . sciacaaeanlateat 198, 120, 498 | 2, 932 | 67, 000 46 
63 (actual) aks aa | 199, 600, 630 | 2, 523 | 79, 000 | 72 
MUMMRHED) occ cecnnucce-sannas 3 206, 978, 202 | 2, 286 | 91,000 98 
955 (actual) Kakiaee 4 | 212,514, 246 2,197 | 96, 000 | 109 
856 (actual) buat sada -| 226, 528, 426 | 1, 944 110, 000 139 
057 (estimated) ____-_- 7 =4 : 242, 327, 500 | 1, 950 118, 000 | 157 
058 (estimated) _.._..__- oma ea 260, 557, 700 | 1, 976 | 124, 000 170 


















In order that the average production per employee for the fiscal years 1956, 
1957, and 1958 may be comparable with the figures reflected for prior years, the 
work volume for the Birmingham Social Security Office, which is included in 
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the number of items shown above, has been excluded from the computation of 
the average production per employee. 

Mr. Canrretp. That table shows the percentage of increased pro- 
duction per employee in 1958 over 1947 will be 170 percent? 

Mr. Cannon. That is since 1947, yes. 

Mr. Canrrevp. I have no further questions, Mr. Chairman, but I 
do wait to make this statement. I think Mr. Cannon’s presentation 
before us today is consistent with those presented to us from year to 
year by his predecessor, Mr. Banning, and warrants our hearty com- 
mendation. 

Mr. Passman. I think the entire committee feels in this respect 
as you do. 

Mr. James. 

Mr. JAmes. [ agree with that and have no questions. 

Mr. Passman. Mr. Sieminski. 

Mr, Sreminskr. No questions. 

Mr. Passman. Thank you kindly, Mr. Cannon and Mr, Maxwell 
and members of your staff. 


WEDNEsDAY, Fresruary 6, 1957. 
UNITED STATES SECRET SERVICE 
WITNESSES 


U. E. BAUGHMAN, CHIEF, UNITED STATES SECRET SERVICE 
RUSSELL DANIEL, ASSISTANT CHIEF 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 


Program and financing 


1956 actual | 1957 estimate | 1958 estimate 


Program by activities: 
1. Suppressing counterfeiting and investigating check and | 
bond forgeries igs s $2, 923, 881 $3, 146, 827 | $3, 378, 526 
2. General administrative services. - -- 129, 200 | 136, 248 | 144, 967 
3. Executive direction _-- 56, 816 | 56, 925 60, 07 


Total obligations i 3, 109, 897 3, 340, 000 | 3, 584, 000 
Financing: | 
Unobligated balance no longer available - 29, 103 


Appropriation 000 000 
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Obligations by objects 


. — - agen 


















































1956 actual | 1957 estimate | 1958 estimate 
Total number of permanent positions_.............-.--.-----. 438 463 453 
Average number of all employees. ........-..-------.----.--.. 409 130 420 
Number of employees at end of year. -_--.-.-- wamibaidbbuiadaenstaan 412 430 420 
Average salary and grades: 
General schedule grades: 
Average salary __-_- picutigseerawes d Sb $5, 849 $5, 905 $6. 157 
Average grade__- yAWeeNSin eink «ated aenp uiintetetts GS-8.6 _Gs- —8. 6 GSs-8.9 
01 Personal services: 
Permanent positions a . . -| $2,446,792 | $2, 589,696 $2, 645, 280 
Regular pay above 52-week base___- , 9, 431 . ; ib 11, 299 
Payment above basic rates........---- noone 137, 302 212, 399 212, 399 
Total personal services__.............-.- badce 2, 593, 525 | 2, 802, 095 2, 868, 978 
(2 Travel ia che ‘ ites iy ei | 267,117 258, 000 258, 000 
03 Transportation of things etna tees ; | 17, 806 23, 400 21, 400 
#4 Communication services..-..-......-.-- ; padi 43, 590 | 44, 800 44, 800 
6 Printing and reproduction _--_--..-- ; } 6, 861 | 9, 000 9, 000 
@ Other contractual services... ----- 4 , | 59, 032 | 54, 500 54, 500 
08 Supplies and materials__._.......--- 65, 685 65, 250 | 65, 250 
09 Equipment . 41, 669 62, 755 73, 672 
i! Grants, subsidies, and contributions: | | 
¢ ‘ontribution to retirement fund om 168, 200 
18 Refunds, awards, and indemnities 205 200 | 200 
15 Taxes and assessments..........---.-------- sea | iii. s cis. Ss deste os os 
Wavouchered..................-.- acaba die a, 14,120 | 20, 000 | 20, 000 
j|— |- sone 
| 
Total obligations.__......-.....- var 109, 897 | 3,340, 000 | 3, 584, 000 
| 
Budget authorizations, expenditures and balances 
hh. 
1956 actual | 1957 estimate | 1958 estimate 
BUDGET AUTHORIZATIONS AVAILABLE 
Appropriation. _ é ; | $3,139,000 | $3,340,000 | $3, 584, 000 
Obligated balance , brought forward. ndacadn — | 201, 164 | 161, , 919 152, 619 
Total budget authorizations available | 3, 340, 164 | 3, 501, 919 is 3, 736, 619 
EXPENDITURES AND BALANCES | 
Expenditures | 
Out of curtent suthorisations—. .. ...<6 22 ssee enn nnssncoce 2, 947, 978 3, 187, 381 3, 414, 000 
Out of prior authorizations ¥ | 195, 948 161, 919 152, 600 
Total expenditures he ; : | 3, 143, 926 3, 349, 300 3, 566, 600 
Balance no longer available: 
Unobligated (expiring for obligation)...........- : 29, 103 oe 
Other. 5, 216 pan tainaiinenes 
Obligated balance carried forward | 161, 919 152, 619 170, 019 
Total expenditures and balances_- 3, 340, 164 3, 501, 919 3, 736, 619 








Mr. Passman. The committee will come to order. 

The next portion of the budget we consider will be that of the 
United States Secret Service, White House Police and guard force. 

I should like to state at the beginning that our distinguished chair- 
man, Mr. Vaughan Gary, of Virginia, is absent today “attending the 
funeral of one of his dear friends who passed to the great beyond 
the night before last and is being buried today. 

It is rare, indeed, for Mr. Gary to miss even one session of the 
hearings. I have been on this committee for 9 years, and this is 
either the first or second time in those 9 years that I have known 
Mr. Gary to be absent from committee hearings, whether he was 
ppreiiting as chairman or the ranking minority ‘member. Certainly 
e is punctual in the performance of ¢ every duty, and he gives freely 
of his time to this particular subcommittee, and to others. 
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According to the figures we have here, this particular appropriation | be 
for fiscal 1957 amounted to $4,484,000, estimates for 1958 are $4,752. | offi 
000, representing an increase of $268, 000 over the ppropriation for} ' 
1957. Pr 

We have with us Chief U. E. Baughman, of the United States Secret | Th 
Service. tio 

Sir, have you a statement you wish to make? sec 

Mr. Baveuman. Yes, I do, Mr. Chairman. afl 

Mr. PassmaNn. You may proceed, Mr. Baughman. off 

of 
GENERAL STATEMENT wi 

Mr. Baueuman. Mr. Chairman and Members of the Committee, } o5 
The total appropriation requested to carry out the functions of the | jy 
United States Secret Service, White House Police, and Treasury | 
guard force for the fiscal year 1958 is $4,752,000. pr 

SECRET SERVICE 

The major functions of the United States Secret Service are pro- 
tection of the person of the President of the United States and mem. | ty 
bers of his immediate family, of the President-elect, and of the Vice | of 
President at his request ; the detection and arrest of persons commit: | re 
ting any offenses against the obligations and securities of the United | to 
States and of foreign governments: and the detection and arrest of | of 
persons violating certain laws relating to the Federal Deposit Insur- | 


ance Corporation, Federal land banks, joint-stock land banks, and 
national farm loan associations. These and other duties of the Secret 
Service are defined in title 18, United States Code, section 3056. Alto- 
gether, there are 50 sections of title 18 relating to certain offenses within 
the investigative jurisdiction of the Secret Service. 

In addition, by direction of the Secretary of the Treasury, the 
Secret Service makes investigations for other bureaus of the Treasury 
Department. which do not have investigative staffs. We also investi- 
gate violations of the Gold Reserve and Silver Purchase Acts, the 
Government Losses in Shipment Act, tort claims, and applicants 
for sensitive positions in the Treasury Department. 

The appropriation requested for the Secret Service for the next 
fiscal year is $3,584,000, an increase of $244,000 over the 1957 appro- 
priation. Of this increase $168,200 is needed for the payment to the 
civil-service retirement fund, effective July 14, 1957, pursuant to 
Public Law 854, approved July 31, 1956; $11,299 to pay 1 day’s pay 






















in excess of 52-week base, and $14,140 to project to a full 12 months : 
basis the salary of 25 GS-7 agents allowed for 1014 months in 1957. | ; 
The balance of $50,361 is requeste «1 to promote, in accordance with | ~ 
established policy; 25 GS-7 agents to GS-9 at a cost of $20,016; to | » 
increase the salaries of 9 special agents in charge and 2 assistant | ,, 
special agents in charge from gr: ade GS-12 to GS-13 at a cost of 

$10,509; to increase the salaries « of 20 special agents in charge from | » 
grade GS-11 to GS-12 at a cost of $10,919, and to replace 30 auto | , 
mobiles, obsolete radio equipment, 20 worn-out typewriters and other | , 
essential equipment at a cost of $8,917, in addition to the amount 
allowed for equipment in the current year’s appropriation. With | ; 


the promotion of the supervisory agents, the grades and salaries will 
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be commensurate with the volume and variety of work in the various 
offices. 

The Secret Service has the great responsibility of protecting the 
President of the United States, his family and the Vice President. 
The importance of this responsibility is far-reaching in its implica- 
tions since the safety of the President is directly related to national 
security, the orderly process of government and the conduct of world 
affairs. Any act of violence which interferes with the conduct of the 
office of the President would have disruptive consequences in all areas 
of national interest, and the impact on world affairs, relationships 
with other nations, and world peace would be inestimable. 

The responsibility of the Secret Service for the suppression of 
counterfeiting of United States currency is most important. The 
integrity of our monetary system is the foundation upon which the 
economic stability of the Nation rests and any breakdown in the sup- 
pression of counterfeiting would create economic chaos. 


STATISTICS 


During the fiscal year 1956, we received a total of 35,458 cases of all 
types and we closed 39,264. As of June 30, 1956, we had a backlog 
of 14,779 and as of December 31, 1956, 14,064 were on hand. This 
represents an average of approximately 60 cases per agent, whereas, 
to operate efficiently, each agent should not have more than an average 
of 15 cases on hand. The number of cases on hand has not materially 
decreased; however, with the election campaign over it is expected 
that we will be able to concentrate more on investigations and reduce 
our caseload further. This caseload consists primarily of forged 
Government checks. 

ARRESTS 


In 1956 there were 3,312 persons arrested by agents of this Service, 
43 more than the previous year. Of the persons arrested and who 
went to trial, 98.3 percent were convicted. Of all defendants con- 
victed, 54 percent were sentenced to imprisonment, average 638 days, 
and 46 percent were placed on probation. Fines in criminal cases 
amounted to $38,584. 

CHECKS 


The forgery and fraudulent negotiation of Government checks con- 
tinues to be our major criminal enforcement problem. 

During the past fiscal year, we reecived 27,110 forged checks for 
investigation. As of June 30, 1956, there were still 11,713 forged 
checks awaiting investigation. Special agents completed investiga- 
tion of 30,619 forged checks, totaling $2,631,178. 

It is estimated that for the fiscal year 1958 a total of approximately 
390 million Government checks will be issued, an increase of approxi- 
mately 20 million over 1957. 

There were 6,150 fewer check cases received in 1956 than in 1955. 
This undoubtedly was due to the fact that arrests were made of several 
multiple check-forgery gangs who were responsible for the forgery 
of numerous checks. As an indication of our effectiveness during the 
past year, only 79 checks were forged per million issued in comparison 
to 101 for the previous year. Further, 2,881 persons were arrested for 
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the forgery of Government checks, 56 more than during the previous 
year. Convictions also increased from 2,533 to 2,663. 

Of the checks received for investigation, 32 percent were stolen 
from the mail, 

For the calendar year 1956, 9.5 percent of the forgers arrested 
were narcotic addicts or handlers of drugs. In 1955 the percentage 
was 9.8. 

One woman drug addict admitted that for several years she and 
a male accomplice “had forged scores of checks. The woman nego. 
tiated at least 15 forged checks through an employee of a check-cash- 
ing agency in metropolitan New York, whose negligence in accepti 
the for ged checks has cost. that 1 firm more than $20,000 to date, 

In another case involving users of narcotics, agents entered 4 
forger’s apartment and found him in the bathroom injecting cocaine 


ha 
at 


on 


into an open wound made by a penknife. A .38-caliber automatic was | J 
also found. Another addict =e was in the apartment admitted they | ¢, 
had just returned from three drugstore robberies in Brooklyn where | ¢ 
they stole money and narcotics. Five holdups were admitted by this he 
pair. el 

In one case of major importance, the Secret Service, with the co- | 
operation of post-office inspectors and local police, ended the fabulous | p 
career of one of the most notorious thieves and forgers in the annals | , 
of modern crime. His name is Norman Joseph Huber, and we ar. 
rested him last spring m Miami, Fla. 

Huber, 46 years old, had been sought by many enforcement agencies 
since 1950 for burglarizing homes, stealing jewelry, cash, automobiles, | © 
Government checks, savings bonds, postal money orders, and com- | % 
mercial checks. His criminal operations took him to cities along most | & 
of the eastern seaboard. He had a lengthy criminal record for various I 
offenses dating from 1928, and he had served time in several prisons, | 9 

We wanted Huber for forging and cashing scores of Treasury | P 
checks. We located Huber’s wife in Miami, and with post-office in- | ¢ 
spectors and Miami police detectives we kept Mrs. Huber under con- | | 
stant surveillance. Huber attempted to meet his wife on March 29 | I 
and was immediately arrested. He had one stolen Treasury check | ° 
in his pocket at that time. ) 

While he was confined in the Dade County jail at Miami, Huber 
tried unsuccessfully to commit suicide by dsshiny his wrists. He } ? 
was convicted and on April 20 was sentenced to serve 10 years ina | } 
Federal penitentiary. 

One of the most unusual and dramatic results of Huber’s arrest | ' 
was the startling discovery that a man named Joseph T. Clancy was | | 
serving a prison sentence of 5 to 15 years following his conviction in | | 

, 


Delaware County, Pa., on a charge of forgery of commercial checks— 
a charge of which he was entirely innocent. After Huber’s arrest 
the Secret Service and post-office inspectors established that Huber 
and not Clancy was responsible for the crimes which had resulted in 
Clancy’s conviction. ‘The principal evidence against Clancy was the 
identification of Clancy by a bank teller who said Clancy was the 
man who had opened a certain bank account. The identification was 
a mistake. It developed that both Clancy and Huber were of the 
same height and weight, had the same color of hair and eyes, and 
bore a close resemblance to each other. Clancy did, in fact, have 4 
long record as a mail thief, confidence man, and check forger. He 
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had spent about 26 of the past 29 years in jail, but in this instance, 
at least, he was innocent of the charge against him. 
Clancy was set free on August 19 after having served about 4 years 


on the forgery charge. 
BONDS 


During the past year we received over 4,000 forged-bond cases for 
investigation, a decrease of 1,600 from the previous year. This de- 
erease In the number of forged bonds was undoubtedly due to our ef- 
forts in arresting a number of so-called bigtime thieves who special- 
wed in burglarizing homes and who would then dispose of bonds 
through fences. Ejighty-nine persons were arrested for bond forgery. 

While we arrested a number of ex-criminals for the forgery of 
ponds, we had 1 unusual case recently in California in which $50 
United States savings bonds amounting to $1,100 were stolen from the 
trunk of a car and cashed by a bank teller. When an agent called at 
the bank to interview the teller, he was advised that the teller was 
home sick, but it was determined that actually he was in a sanitarium 
endeavoring to cure a narcoties habit. He stated the bonds were pre- 
sented by a young woman of 25 who was the source of his narcotics, 
but claimed she insisted at the time she presented the bonds that she 
was the rightful owner. 

COUNTERFEITING 

During the past fiscal year we received $518,086 in counterfeits, in 
comparison to $1,027,179 received in 1955. The Secret Service was 
successful in capturing 18 counterfeit-note plants and 16 coin plants, 
seizing $445,044 before any of this money could be placed in circu- 
lation. Therefore, the loss to the public was but $73,041 in compari- 
son to $107,457 for the previous year. However, I think it is worth 
pointing out that these plants, if operated without interference, were 
capable of producing many millions of dollars in counterfeit money. 
In 1956 we arrested 166 counterfeiters; 72 new counterfeit issues ap- 
peared, 51 of which were of domestic origin and 21 foreign. A total 
of 1,471 cases were received in comparison with 1,258 for the previous 
year’. 

While we have been successful in the past few years in reducing the 
amount of counterfeit money being passed to the public, nevertheless 
it seems that there are and will be potential counterfeiters. 

One counterfeiting operation was uncovered in an Alabama prison 
where 3 inmates conspired to print homemade $5 notes. The plates 
were hidden in a metal electrical cable box and the negatives recovered 
from an envelope in an old almanac. All three offenders were con- 
victed and sentenced to serve time in addition to that already being 
served. 

An interesting case developed in Chicago. <A collector submitted for 
examination a $2.50 gold coin dated 1854, bearing the purported San 
Francisco mint mark. Examination established that the mint mark 
was not genuine. If genuine and unaltered, the coin would have been 
worth $1,500 as a collector’s item. In its original condition it was 
worth only $11 to $15. This coin was traced back through three coin 
dealers and it then developed that the third collector had purchased 
this coin and many other items from the collection formerly owned by 
ex-King Farouk of Egypt, who reportedly paid a fabulous price for 
the coin. 
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Another important counterfeiting case was that of Rayford Peter 
Smith, recently arrested in Texas for possession of 195 counterfeit 
$100 Federal Reserve notes and several hundred bogus checks drawn 
upon numerous corporations throughout the United States, includi 

travelers’ checks on the Bank of America. Smith also had hundreds 
of blank identification cards, including police press passes from sey- 
eral cities, counterfeit drivers’ licenses, counterfeit birth certificates, 
and approximately 200 counterfeit social security cards. Papers in 
Smith’s possession indicated that he was a resident of St. Louis, Mo, 
where our agents seized his complete counterfeiting plant, including 
presses, cameras, photographic negatives for counterfeit $5,000 United 
States Treasury bonds, and 36 photographic negatives for Treasury 
bond coupons, offset printing plates for use in simulating the genuine 
paper upon which currency and bonds are printed, as well as counter- 
feit stock certificates for various nationally known corporations. This 
is the first instance of the attempted counterfeiting of Treasury bonds 
which has come to our attention for a number of years. Smith has 
an extensive criminal record dating from 1910. 


PRESIDENTIAL PROTECTION 


During the past year the Protective Research Section of the Secret 
Service processed 18,468 letters written to the President, the contents 
of which were of interest to us. We referred 1,016 threatening cases 
to our various field offices for investigation. Numerous letterwriters 
have a so-called presidential complex and regardless of the man in 
in office they insist upon writing abusive communications. Some 
writers from the days of President Franklin D. Roosevelt continue to 
write to President Eisenhower. Some are unusual persons and 
dangerous. One man of Bowling Green, Ky., was committed to a 
mental institution after he had written a letter of threatening tenor 
to the President. During the initial investigation our agent person- 
ally warned a local merchant to beware of the writer, who had ex- 
pressed animosity toward him, and the local authorities were told of 
his ill feeling and his homicidal tendencies. On September 4 this 
patient began a trial visit from the hospital in care of his parents. 
On that day he purchased a .32-caliber pistol and ammunition at a 
store. He then had his parents drive him to the merchant’s store 
in Bowling Green, saying he wanted to buy some matches. He con- 
fronted the merchant and without saying a word shot him three times. 
As he reloaded the gun he warned the merchant’s wife she would be 
next to die, but fortunately the police arrived in the meantime. 

Another man in Baton Rouge, La., was arrested last August. for 
aggravated assault. He had placed a collect call to the President 
and when the call was refused he became abusive with the telephone 
operators. Later he attempted to contact the president of the tele- 
prone company and when unsuccessful he appeared at the telephone 
building with a double-barreled 12-gage shotgun, blasted the lock 
from the door, then reloaded the shotgun and threatened all the opera- 
tors. He was apprehended by police and committed to a Veterans’ 
Administration hospital. Of course, he was a mental case with homi- 
cidal tendencies and the type who is a potential danger to the 
President. 
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As I have previously made clear, we all recognize that it is the 
rivilege of any individual to write to any official in public office, 
including the President. However, we do investigate any case where 
there is even the slightest threat indicated from the writer. 

Another case which caused some concern at first was a letter received 
at the White House which contained a threat to the effect that if the 
President objected to the formation of a new State he would have 
to reason with a .22 Winchester. The writer signed the communica- 
tion as “King Harry I of Harrisonia.” A solution to this case was 
not difficult. Harry’s last name was Harrison. For the purpose of 
this statement, this is not his true name. Investigation disclosed that 
a breakfast-cereal company distributes deeds to a square inch of land 
in Alaska to persons sending in the usual box top and Harry and 
several of his playmates received deeds from the company. Harry, 
12 years of age, and his playmates decided to band together, form 
their own country, and secede from the Union. ‘There was no prose- 
cution in this case and the boy’s mother agreed that a severe lecture 
was in order. The boy was normal but had an overactive imagina- 
tion. He did not realize the seriousness of his threat against the 
President and when the possible consequences were explained to him, 
he replied, “I surrender. I am now a citizen again.” 


MISCELLANEOUS 


We have continued to make surveys as to security at the Bureau of 
Engraving and Printing and at various mints. We have also con- 
tinued our educational program, teaching storekeepers and cashiers 
how to detect counterfeit money and how to protect themselves against 
forged Government checks. 

We continue to inspect our various field offices periodically, not 
only to review and improve procedures and administrative functions, 
but also to intensify our search for economies. 

Generally, we have decreased criminal violations under our juris. 
diction by hard work and long hours and, if I may say so, by using 
efficient methods and techniques. We still have a big caseload con- 
sidering the limited number of personnel, and I earnestly ask that 
favorable consideration be given by you in approving all of the funds 
requested so that we may be able to continue to carry on effectively 
and to decrease crime under our jurisdiction to the minimum. This 
year we are not asking for additional personnel. 


WHITE HOUSE POLICE 


For the White House Police $865,000 is requested, an increase of 
$6,000 over the 1957 appropriation. The increase of $6,000 will be 
required to cover 1 day’s regular pay above the 52-week base in the 
amount of $3,175, class step-up promotions in the amount of $1,305, 
and longevity pay increases in the amount of $1,520. The same num- 
ber of police are requested in 1958 as allowed for 1957. The force of 
154 is the minimum number required to protect the Executive Man- 
sion and grounds, properly supervise the tours of public visitors 
through the White House, and assist with their services at press con- 
ferences and social functions. The White House Police are also 
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closely allied with the Secret Service agents in protecting the Presi. 
dent and his family while in residence. 

During the fiscal year 1956 the White House Police interviewed 
and turned over to the Secret Service 116 mentally disturbed persons 
who called at the White House. They supervised the tours of 728,19] 
















































public visitors, an average of 3,265 per day for 223 days during whieh Ps 
the Mansion was open to the public. The force covered 16 press 
conferences of the President, having an attendance of 3,517 persons, 
and assisted with their services in connection with social functions Re 
and White House appointments involving a total of 33,378 persons. 

In addition to the efficient accomplishment of their protective duties, 
the usual training in all types of firearms, first aid, and fire fighting, 48 | 4 
members of the force completed the White House Police School. 

TREASURY GUARD FORCE 

The appropriation requested for the Treasury guard force is $303, 
000, an increase of $18,000 over the 1957 appropriation. Of this in- | 4 
crease $16,700 is needed for payment to the civil service retirement | , 
fund, effective July 14, 1957, pursuant to Public Law 854, approved | 1 
July 31, 1956, and $1,300 for 1 day’s. pay in excess of 52-week base. 

This will provide for 71 employees, with related expenses, which is 
the same as provided for 1957. I 


The requested employees are necessary for the protection of the 
main Treasury Building and Treasury Annex, comprising a total 
operating space of 1,105,086 square feet, housing 15 Treasury organi- 
zations. The average value of the coins, currency and securities cur- 
rently held in the Treasury buildings is running in excess of $35 
billion daily. 

It is the responsibility of the guard force to protect and safeguard 
the money vaults and cash and coin rooms to prevent theft and 
burglary. In addition to protective assignments, the guard force pro- 
vides information and personal assistance to the general public who 
visit the Treasury buildings. 

The guards receive continuous training in protective techniques 
and use of various types of firearms, as well as fire fighting and first 
aid. 

The above remarks will serve to provide a general picture of the 
requirements of the Secret Service. I shall be pleased to explain 
further any of the details of our work. Thank you. 

Mr. Passman. Thank you, Chief Baughman, for a comprehensive 
and informative statement. 

Off the record. 

( Discussion held off the record. ) 





SUMMARY JUSTIFICATION DATA 
Mr. Passman. At this point in the record we will insert pages 256, 


257, and 258 of the justifications. 
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(The information referred to is as follows :) 
SALARIES AND EXPENSES, UNITED STATES SECRET SERVICE 


Analysis of appropriation base for fiscal year 1958 


Regular appropriation, 1957 act 
Supplemental appropriation for 1957 


Total appropriation, 1957_- 
Reductions: 
Activity 1. Suppressing counterfeiting and investigating 
check and bond forgeries 


Additions : 
Activity 1. Suppressing counterfeiting and investigating 
check and bond forgeries____-~~ 338 
Activity 2. General administrative services___.___.____ 8, 719 
Activity 3. Executive direction . 3, 582 


Total___ sai nals sete sacl 193, 639 
Adjustment in base (net) —-----~---- i +126, 384 


Appropriation base for 1958___-~-~_- tess Seat _... 5,466,384 
Increase over appropriation base for 1958 117, 616 


Appropriation estimate for 1958 3, 584, 000 
Increase or decrease from total appropriation, 1957 : +244, 000 


Comparison of appropriation base with appropriation estimate for 1958 


Appropriation base Appropriation esti- | Increase (+-) or 
for 1958 mate for 1958 | decrease (—) 


ae oe sip ere heres 
| | 
| Average | Amount | Average | Amount | Average | Amount 


positions | positions | | Positions 


. Suppressing counterfeiting and | | 
investigating check and bond | 
forgeries a $3, 260, 910 | 386 | $3,378, 526 | $117, 616 

2. General administrative services 2 144, 967 28 144, 967 

3. Executive direction ; 60, 507 6 60, 507 | 


Potal. 3, 466, 384 $20 | 3,584,000 | 117, 616 
Adjustment in base (net — 126, 384 —10 | +126,384 
| i - = 





Total appropri tion for 1957, 
and appropriation estimate j 


420 | 3,584, 00 10; 244, 000 


| 


GENERAL STATEMENT 


The funds requested under this appropriation are for the administrative costs 
in connection with the operation of the United States Secret Service and the 
carrying out of the basic functions with which the Service is charged, including 
the protection of the President of the United States, the members of his imme 
diate family, the Vice President, at his request, and the person chosen to be 
President of the United States, at all times and under all conditions: the detee- 
tion and arrest of persons engaged in counterfeiting, forging, or 2ltering of any 
of the obligations or other securities, ag well as coins, of the United States and 
foreign governments; and investigations of personnel, tort claims, and other 
noncriminal cases as directed by the Secretary of the Treasury (title 18, U. 8S. C., 
sec, 3056). 


EXPLANATION OF LANGUAGE CHANGES 


A change in the appropriation language is necessary to permit the purchase of 
30 passenger motor vehicles for replacement only. 
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Analysis of appropriation base 











Appropriation allo- Net change in bag 
cation for 1957 Adjustments in base increase (+) or de. 

crease (—) 

Activity 


| 
Average | Amount Reduc- | Additions | Average | Amount 
positions tions | positions 


- ae 











1. Suppressing counterfeiting and 
investigating check and bond 




































































I in ate nate 396 | $3,146,827 | $67, 255 $181, 338 —10 | +$11408 | ac 
2. General administrative services_- 28 See eee tes. 258 TE Telcbndcwse +8, 719 
3. Executive direction.............- 6 56,925 |....-..... SD hese | +3, 58 
Scubsbasccddthand ktapteas 430 | 3,340,000 | 67, 258 193, 639 —10 +126, 384 I 
e < ae. I I am i a 
; . se 
Net change in base al 
1. SUPPRESSING COUNTERFEITING AND INVESTIGATING. CHECK .AND BOND FORGERBIES c 
Reductions : m 
Net cost of 40 passenger motor vehicles purchased in 1957, 30 of 
which replaced a similar number of cars meeting replacement 
NEOUS 8 es el ee its be ae Sa a $48,000 | T 
Freight for the 40 cars purchased in 1957____- i EI ar 8, 000 S 
Radio equipment for Los Angeles purchased in 1957___.___--.__-_- 8, 500 t! 
15 portable typewriters purchased to replace a anitar number of 
Onn" WOPh ORE Tne ch cst Se isd usamemnled ..« , 1, ae 
3 steel file cabinets for General Files Section_..._____- hide Gate 1, 000 0 
2 mimeograph machines for replacement of old machines____-~-_~- 600 | ¢ 
CU MI ooo og a shennan aac watcks abien sti ees 
Additions: 
Amount required to project to a full 12-month basis the salary of q 
25 special —_ allowed in 1957 for 101% months ($4,525 x 
75 eco Tae Be OO) gg a een Sniestivcretnin 14, 140 
1 day’s pay in excess of 52-week base__________-_- Guisumacomtnoen ae 
Government contribution to civil service retirement cost____- __.. 156, 62 
(Payment to civil service retirement fund effective July 14, 1957, 
pursuant to Public Law 854 approved July 31, 1956) ] 
Soh pee mss ee ea eee te ieee a 181, 338 
Net change in base, activity 1-...._________-_ cee es 114, O83 





2. GENERAL ADMINISTRATIVE SERVICES 
Additions: 
1 day’s pay in excess of 52-week base____- 504 
cone ‘rmnment contribution to civil service retirement cost ares ial 8, 215 
(Payment to civil service retirement fund effective July 14, 1957, 
pursuant to Public Law 854 approved July 31, 1956) 

















Total additions_-__- Sash. 5 bs 
Net change in base, ac tivity 2 Ba ee iactacatte 


3. EXECUTIVE DIRECTION 
Additions : 
1 day’s pay in excess of 52-week base___-_- . Bia 209 
Government contribution to civil service retirement cost ; 3, 373 
(Payment to civil service retirement fund effective July 14, 1957, 
pursuant to Public Law 854 approved July 31, 1956) 










Total additions etd ’ se 
Net change in base, activity 3__._._..-__--_ in ; ; at. 3, 582 
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CLOSING OF CAPITOL BUILDING 


Mr. Passman. Chief Baughman, there have been many inquiries 
to individual members of Congress, asking why the Capitol Building 
was closed on Saturday, January 19, prior to the inauguration, on a 
Monday. It appears that when the first employees arrived on Satur- 
day morning the building was closed and they could not gain entrance. 

Vould you prefer that question and your reply to be off the record ? 
Is there some particular reason why the Capitol was closed so far in 
advance ? 

Mr. BaveuMan. I knew it was being closed late Friday night but 
I didn’t understand the entire building was being closed to employees 
and guests of Congress; but only to the public. That was to put 
security into effect in view of the inauguration at the earliest agree- 
able time. 

Mr. Passman. The question could have been this: Why was the 
Capitol Building closed when the first employees arrived Saturday 
morning, January 19. 

Mr. BauGuMan. The reason is on account of the inauguration. 
That was worked out not necessarily at the suggestion of the Secret 
Service but in agreement with the gentlemen in charge of security at 
the Capitol. They were all agreeable at that time, and we agreed it 
could be closed then. As far as I am concerned we could have done it 
on Saturday night possibly and checked from the basement on up, but 
the extra day gave us more time to thoroughly check the building. 

Mr. Passman. No criticism of the Secret Service is implied by the 
question. 

Mr. BaveumMan. We didn’t necessarily take it on ourselves. It was 
agreeable to those working with us on security. 


BACKLOG. OF CASES 


Mr. Passman. What would you consider a normal backlog of pend- 
ing cases? You might wish to refer to the totals on page 265 of the 
justifications. 

Mr. Baveuman. Actually, Mr. Chairman, as of this day we have 
224 agents in our various 57 field offices doing investigative work. As 
indicated in my statement, if they had 15 per man it would be a reason- 
able caseload. While we might have figures indicating 279 or 280 
agents on the payroll, not all of those are on investigative work, so 
actually our working crew, as far as cases go, is 224 agents. On that 
basis a reasonable caseload should be about 3,000, instead of 14,000. 

Mr. Passman. Your caseload should be about 3,000? What is it 
now / 

Mr. Baveuman. 14,000 and should be 3,000. 

Mr. Passman. Do you have any plans to alleviate that condition ? 

Mr. BavecHmMan. We have made some progress in the last few 
months, in decreasing the caseload from last June. If we don’t have 
any interruptions on special work, unusual Presidential assignments, 
or cases that require lengthy investigation, I think we can gradually 
reduce the caseload, but not within the limit I would like to do it. 

Mr. PassmMan. From the workload tables appearing on page 204 of 
the 1957 hearings and page 265 of the fiscal 1958 justifications, it 
appears that the number of various kinds of cases pending at the 
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beginning of 1957 was:substantially below the number estimated last 
year. The figures indicate a further reduction in workload in 1958, 
From that record it would appear that rather than a reduction in force 
you have maintained the same force and have reduced the workload 
per agent; is that the goal? 

Mr. BavoumAn. Yes. 

Mr. PassMaNn. ‘The figures you gave the committee a moment ago 
are somewhat surprising r to me. 

Mr. Bavenman. For instance, we made a very good counterfeitin 
case in Detroit recently. We arrested 35 defendants and got the coun- 
terfeit plant. There are only six men in that office. We had been 
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working on that case 3 or 4 months. During that time we were work | th 
ing exclusively on counterfeiting and could not give attention to cheek } th 
cases and others, with the result that our office workload has increased pu 
greatly there. 

ARRESTS AND CONVICTIONS at 

Mr. PassMAN. From paragraph 2 on page 3. of your statement. it s 
appears there were 3,312 persons arrested by agents of this Service | jo 
in 1956, 43 more than the previous year; and of the persons arrested | of 
and who went to trial, 98.3 percent were convicted. That is an excel- | pj 
lent record of achievement is it not 

Mr. Baueuman. It isa very high record. pl 

Mr. Passman. I think it would be proper for this committee to | 4 
take cognizance of the great work you are doing and commend you for | ¢} 
training such an outstanding staff.. Your men certainly must. be 
rather determined to build a solid case before making the arrest, 
This percentage of convictions would so indicate, and is a credit to 
you and your agents. 

Mr. Baveuman. Thank you very much. Over the past 5 years we | p 
have had over 98 percent convictions of those that went to trial. It a 
is true we impress upon our agents not to take a case to court unless | g 
they have sufficient evidence. ai 

COOPERATION WITH POST OFFICE DEPARTMEN' ¢ 

Mr. Passman. Chief Baughman, this morning we were dliscussing ‘ 
the postal service and the very excellent job being done by Postmaster } 
General Summerfield and his staff:in putting the postal operations on r 
a eee asis. I admire Mr. Summerfield more and more every 

ar because it must be pretty disheartening to operate a business that ] y 
should be on a self-sustaiming basis, and to be forced to operate it at | > 
a deficit: but even under those circumstances he is doing an excellent ) 
job. : 

It is my understanding the Post Office Department has added a 
number of inspectors. Do you work with them on mail fraud cases! 

Mr. Baveuman. Yes; we work very closely with them. Their 
jurisdiction is actually the theft of m: uil, and our is forgeries of the | ] 
Cc he Cc ‘ks. 1 


Mr. Passman. Does that reduce your workload ? 
Mr. BAveuman. No; we still have the responsibility, regardless of 
any assistance we might receive, of making a complete investigation | ] 
because it is not only the criminal offense but also the civil side that | | 
we are interested in. We have to make the investigation to determine | | 
if it is a false claim, and submit the report to the agency issuing the | 
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checks so that they will know whether or not to issue a duplicate 
check. We have some assistance through the cooperation of the postal 
inspectors, but we still have to make a complete investigation. 


PRESIDENTIAL PRIVACY 


Mr. Passman. Chief Baugham, I have been wanting to ask you 
this question since you first beg: in appearing before this committee : 
What do you think the repercussions would be if the President or 
those responsible for placing the White House on display should rule 
that the President and his family are entitled to their privacy, and 
that there would be no further visits to the White House; that any- 
thing pertaining to the White House which should be observed by the 
public could be seen at the Smithsonian Institution ? 

Mr. BaveuMan. I have seen a lot of Presidents, and I can appreci- 
ate the fact they do not have the privacy you and I have. Regardless 
of any criticism, I think they should have a home that would be 
strictly private, and if they want to continue to use the White House 
to let the public see it, fine; but if the President had a private home 
of his own, exclusively private, I think it would be much better for 
his welfare. 

While tourists or visitors do not necessarily interfere with the 
privacy of the President and his family, there are 5 days a week, from 
10 to 12, when they cannot come downstairs or roam around, go to 
the library and other places in the White House. 

Mr. Passman. Ov stroll on the lawns, and so forth ? 

Mr. Baveuman. Yes. Off the record. 

(Discussion off the record.) 

Mr. Passman. I would subscribe to that. Only a relatively small 
percentage of Americans come to Washington, and of that percent- 
age the number who insist on going to the White House is a very 
small percentage of Americans; and there is bound to be a certain 
amount of danger involved in such visits. 

Mr. Bavauman. We would have much tighter security if we ex- 
cluded the public. 

Mr. Passman. I think we should think of the President’s interest 
and the anxiety he experiences, his health as much as anything else. 
You do not have much privacy if you know 50 people are downstairs 
roaming around, even if you are upstairs shaving or something. 

Mr. Bavenman. A short while ago a woman came in the White 
House and started a fire on a chair with a book of matches. While 
that was not serious, other things much more serious could happen. 

Mr. Passwan. Mr. Canfield. 


BOY SCOUT MOVEMENT 


Mr. Canrievp. Chief Baughman, I am glad to see you wearing a 
Boy Scout pin as you appear ‘before us today. This is the time of the 
year that we celebrate, I believe, Boy Scout Week. 

Mr. Bavermman. Yes, from the 6th to the 12th. 

Mr. Canrietp. You will note I am also wearing my pin. You, if 
Tam not mistaken, hold a higher position in the movement than I do. 
Iam merely a troop committeeman who, unfortunately, most of the 
time during the year am precluded from being very active in my 
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area. But I think the Boy Scout movement in the United States of 
America—and I know you will agree—is one of the finest movements 
we have for common good and welfare, and it pleases me no end to 









see people high in Government like yourself assuming adult leader. | ¢h; 
ship in programs of the organization. If I am not mistaken, even | Se 
though you are one of the busiest executives within the Federal estab- | or 
lishment, you do find some time to give to these boys in Arlington | pa 
County, Va. Is that not true? ha 

Mr. Baveuman. Yes. Thank you for those nice remarks. I hap- | to 
pen to be on the executive board for the National Capital Couneil | st 
area, but as far as I am concerned, even the Cub Scout den mothers | 
and those in what one might call lesser positions are far more im- } du 
portant in the Scout movement than the heads, because they are the | pi 
ones who do the work daily and weekly when they take the time to | th 
train and assist these youngsters. wi 

Mr. Canrretp. One of the finest and highest awards I have ever | te 
received during my years of public life was a little sash I received | in 
last year from the boys who make up the Order of the Arrow. Extrin- | th 
sically it is not of much value, but to me, I am very proud of it, | ar 

Mr. Baucuman. That is quite an honor. 

Mr. Passman. Off the record. a 

(Discussion off the record.) 

PRESIDENTIAL PRIVACY 

Mr. Canrre.p. I was interested in what Mr. Passman had to say 
about the privacy of our President and his family in the White House. 
I recall back in the early twenties when I first came to Washington 
to be a congressional secretary—it was during the administration of 
Mr. Hoover—and Congressmen in those days were permitted to write 
letters to the President’s secretary sponsoring folk coming to our 
Capital from their respective districts, asking that the privilege be 
extended them of shaking hands with the President. For a time the : 
group that would come up from congressional offices, both House and | ? 
Senate, would be maybe 15, 20, 30, or 40 people, and I take it that sl 
was no great intrusion around the noon hour when they appeared. | — 
But the demand increased and it developed there came a time dur- é 
ing Mr. Hoover’s administration when the crowd actually approached } * 
800 or 900 or even 1,000 people. It became so burdensome that the } ” 
President had to direct the “operation,” so to speak, to be discon- + 
tinued. ‘ 

Do you know what occurred shortly after that action on the part of 
the President? A gentleman arose in the other body and made a 
speech in which he delivered a very strong protest, saying among 
other things that it was the inherent right of every American citizen 
to come to the Capital City of our country and shake hands with his 
President. That is hard to believe in terms, perhaps, of this hour, 
but that actually took place. Off the record. r 

(Discussion off the record. ) , 

Mr. Passman. I hope to see the day before I leave Washington 7 


when the President will be permitted complete privacy, when he will 
have a home where he may live without outside interference. 
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SECRET SERVICE PISTOL TEAMS 


Mr. Canrrexp. It is good also to note in the press of our country 
that from time to time your crack pistol teams, men of the Secret 
Service, appear in competitive matches and invariably win first place 
or achieve high honors. I think that is good public relations on your 

art and it points up the fact to our people generally that you do 
od these training programs and you do keep your men fit and able 
to do the job they might be called upon to do under certain cireum- 
stances. ; 

Mr. Baveuman. Thank you. It might interest you to know that 
during the past year where our White House team participated in 
pistol matches—and they participated in a good many—they averaged 
the third best on the eastern seaboard. In other words, they would 
win sometimes and lose sometimes, but they rate about the third best 
team. They do have an excellent record, even though they are limited 
in training, because we cannot give them too much time to «practice, 
they may get only a day or two a week, but considering that they do 
an excellent job. 

My goal is not only to have a good pistol team but also to have the 
average officer a good sharpshooter. 

Mr. CanFtevp. Off the record. 

(Discussion off the record.) 









COMPENSATION OF SECRET SERVICE AGENTS 
Mr. CanFieLp. What is the mean salary of a Secret Service agent? 


Mr. BaucuMan. It would be about $6,200 for agents. 


SURVIVORS’ BENEFITS 






Mr. CanFietp. In the event that you lost an agent, as you have in 
the past, through an incident, what would his wife receive under 
present law ? 

Mr. Baveuman. Under the present Government Insurance Act 
she would receive insurance in the amount of his salary. I should 
qualify that by saying if an agent is making $5,200, she would receive 
$6,000, or the first even $1,000 above the salary. Assuming an agent 
made $5,800, in case of ordinary death his widow or beneficiaries would 
receive $6,000; and in case of accidental death there would be double 
indemnity. 

Mr. Canrrecp. When you say $6,000, you mean that is insurance 
that is immediately payable to her? 

Mr. Baveuman. Yes. 

Mr. Canriebp, In one lump sum? 

Mr. BaucuMan. Yes. 

Mr. Canrie.p. Before the passage of that act, what did widows 
receive? I have in mind the incident at Blair House where one of 
your men was shot and killed and so far as I know his wife received 
no special relief except perhaps under the employees’ compensation 
law. 

Mr. Baveuman. She received nothing in the way of Government 
insurance benefits. All she received then and is receiving now is, I 
believe, $125 a month under the District of Columbia policemen’s and 
firemen’s relief fund. 
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Mr. Passman. Will the distinguished gentleman yield ? } 

My dear friend, Mr. Canfield of New Jersey, introduced a bill for ( 
the relief of the widow sof the guard shot at the Blair House, but it ] 
was never passed. Under the new insurance act, as I understand it, ] 
if an agent should be shot his widow would receive insurance, and ip 
case of an accident double indemnity ¢ 

Mr. BavecHMan. Yes. 

Mr. Passman. Have you had any other guards killed in Washington 
protecting the White House or the President ? col 

Mr. Baveuman. No, and that was in 1950. ls 

Mr. Bavenman. That being true, I wonder, if Mr. Canfield should | 4) 
reintroduce that. legislation, whether it would have your support. se 

Mr. BavuGHMAN. ‘Speaking for myself, I certainly would be in favor } t0 
of it. I cannot speak for the Department. tac 

Mr. Sremrinsxt. Off the record. we 

(Discussion off the record.) ps 

Mr. Passman. If Mr. Canfield reintrodueces such a bill, I will do | 5¢ 
everything in my power to help explain to the membership that this | Dé 
is the only death you have experienced, and that subsequent to this | ¥¢ 
death we passed a law providing insurance for widows of guards who | W 
may be killed; and since there would be only one involved. I honestly | SU 
believe the legislation could be passed. Di 

Mr. Canrtecp. I am glad to hear you say that and I am going to go 
into the matter. 

Off the record. 

(Discussion off the record.) 

PRIORITY OF CASES li 


Mr. CanrreLp. When you have a backlog, as you do have, totaling | to 
some 14,000 cases, do you have any way of est ab lishing a prior ity of 
action on those cases, hi aving in mind that some m: 1y be more impor tant 
than others, some may involve larger sums than others, and some are | @ 
where folks have been victimized who are in real need and cannot wait 
too long, and so on? be 

Mr. Bavewman. We do try to give preferred attention to certain |p) 
eases. Normally in the field we have issued instructions that a Presi- | It 
dential case takes precedence, a threat against the President; then 
counterfeiting cases, then check cases, or hardship cases. If we have } 
a counterfeiting case which requires a lot of investigation, it delays 
some check forgery and other cases. Off the record. P 

(Discussion off the record.) W 

, ir 
COUNTERFEITING IN STATE PRISONS N 

Mr. Canrietp. Chief, you just told us this year about your agents 
uncovering a counterfeiting operation in a State prison. If memory 
serves me properly, this is not the first time this has happened within 
prison walls? 

Mr. Bauecuman. That is true. th 

Mr. Canrievp. For the life of me I cannot understand how they can | th 
proceed within prison walls with an operation of this kind, how they 

can have the necessary materials and so on. a 

Mr. BauGHMAN. Apparently they have never seen that poster 

“Crime does not pay,” because they are still in jail. 
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Mr. Canrietp. Off the record. 
(Discussion off the record.) 
Mr. Canrievp. That is all. 
Mr. Passman. Mr. Sieminski. 


BOY SCOUTS 


Mr. Steminskt. Chief, like you and the other gentlemen on the 
committee, I’d like to pause in this Boy Scout observance week to say 
[am a very keen supporter of the Boy Scout movement, having been 
4 member—and still am a member—of the Hudson Council of Boy 
Scouts in Jersey City. A Mrs. Harwell and a Scout have been trying 
to give me a lapel pin for many days but have not been able to con- 
tact me because of our hearings. I hope she leaves the pin. Ill 
wear it. 

I am certainly proud of Dan Beard, one of the early founders of 
Scouting. 7 hen I was a kid I won a woodcraft prize sponsored by 
Dan Beard; I salute him now, he did much for my generation. As 
we grew up, much of what we learned put us in good stead all through 
World War II and the depression we battled before that war. I am 
sure there are others like Dan Beard doing for Scouting today what 
Dan did for American Scouting in my day. 

(Discussion off the record.) 


PRIVACY OF PRESIDENT 


Mr. Sieminskr. Coming back to the privacy of the President; is the 
Lee Mansion habitable ? 

Mr. Bavenman. You are referring to the Lee Mansion in Arling- 
ton ? 

Mr. Stemrinskr. Yes. 

Mr. Bavcuman. No: I would not say it is habitable in terms of 
modern equipment. 

Mr. Stemrinski. But from the standpoint of location it seems to 
be the one house in the area that would look suitable with enough 
privacy to be within immediate working distance of the White House. 
Its surroundings have altered its character, I'll grant. 

Mr. Baveuman. The location may not be too bad, but due to the 
construction of the house there undoubtedly would be objection to it. 

Mr. Stemrnskr. The President goes away on weekends, and — 
Presidents have gone to hideouts when they sought privacy. I wa 
wondering if you could delete a few days during the week, when vinit 
ing is permitted, to give the President and his family more privacy. 
Now visitors can see the White House from Monday through Friday ? 

Mr. Baveuwan. Tuesday through Saturday, from 10 to 12; 5 days 
a week, 

WIDOWS OF AGENTS KILLED IN LINE OF DUTY 


Mr. Sremrnskt. Are there any other living widows of agents of 
the Secret Service who died on duty or were killed on duty, other 
than the one Mr. Canfield referred to? 

Mr. BaucHMAN. Not that I know of. We lost some agents years 
ago. Fortunately we have not lost any in the past 10 or 15 years. 
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Mr. Stemtnskr. So that Mr. Canfield’s bill would not be subject to 
the objection that you would have to reach back and take care of others, 
to your knowledge? 

Mr. Baveuman. No; not as far as the Secret Service and the White 
House Police are concerned. I am sure it would only apply to this 
one widow, Mrs. Leslie Coffelt. 

Mr. Steminsk1. I sincerely hope she will be given every considera- 
tion under Mr. Canfield’s bill. 


STATE AND LOCAL COOPERATION 


Mr. SreminskI. Do you have much cooperation on State and local 
levels, and, if so, to what extent, in helping you track down the 
passing of forged checks or other Government issues that might be 
forged ? 

Mr. BaucHMaAN. We get very good cooperation from State, city, 
and county officials, principally in . making arrests, and sometimes we 
will make a telephone call to a local official some distance away re 
questing information, and he will send the information in. But we 
have to complete the investigation because, as I have said, we are 
interested not only in the criminal but the civil aspect, particularly 
where there is a false claim. 

Mr. Steminsx1. Off the record. 

(Discussion off the record.) 


PROTECTION OF THE PRESIDENT 


Mr. Sreminsxr. It is commendable to see that during the term of 
the present President he has been able to carry out the duties of his 
office free of any threat on his life that came near being dangerous, 
that your alertness has averted any danger that might have been 
involved. It isa wonderful record for the Service. 

Mr. BavucuMan. Very often we do not know how good our pre- 
ventive work is. 

Mr. Sreminski. Of course, when emotions in the land are high, 
T assume you attune your vigilance to those emotions. Do you warn 
the President at such moments so that he can help vou by staying 
pretty close to a Presidential routine as distinguished from a social 
routine ? 

Mr. Baucuman. It is not likely we would advise him of possible 
harm unless it were something serious. If it were something serious, 
we would advise him. 

Mr. Sreminsxt. Do you expect a President to be alert to the mood 
of the people, particularly when there is a conflict? I am thinking of 
the Middle East resolution we passed. Should it come to a point 
where tempers would flare, you would expect the President and his 
official family to be aware of any moods that would arise; is that not 
true? 

Mr. Baveuman. Yes. 


PROTECTION OF THE VICE PRESIDENT 


Mr. Sreminsxi. As for the Vice President, the office of the Vice 
President seems to have gained in momentum in terms of activities, 
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and I wonder if you are making a request to cover the increased pres- 
sures of that office on your Service? 

Mr. Bavenman. We do have more activities and are using more 
agents than we had assigned some time ago, because there is no ques- 
tion he is traveling around quite a bit and is quite active. But for 
the time being we can assign agents on a so-called temporary assign- 
ment to aid those on permanent assignment. Of the record. 
(Discussion off the record.) 


SALARIES 







Mr. Sreminskr. Chief, in your position do you get an increment of 

salary increase with each year that you serve? Is that a proviso of 

your position ? 

' Mr. Baveuman. Yes. I am in a civil-service grade, and every 2 

years for 8 years I will get an increase of a couple hundred dollars. 
Mr. Sremrnski. It may be personal, but what is your compensation, 

sir? 

Mr. Baueuman. $14,190. That is grade 17. 


MORALE 







Mr. Steminsxki. And how is the morale of your staff ? 

Mr. Baueuman. I would say we have very good morale. The men 
really go out and work on their own. Our salaries or grades perhaps 
do not compare with others in somewhat similar work, but a lot of men 
who come to us know this situation beforehand ; they have heard about 
the Service and want to make a career of it, and they know they will 
never get rich. But the salary is something I would like to see cor- 
rected in time. 

Mr. Sreminski. Do you have any given hours or are your men on 
call ? 

Mr. Bavcuman. We have a regular 8-hour day, but practically all 
work overtime and they are subject to call at night. 

Mr. Stemrnski. When there are State functions by the Chief Execu- 
tive like he has in January and February of each year, whether it is 
the inauguration or the addressing of joint sessions of Congress or 
official parties at night, do you have enough men to keep rested, stay 
alert and still do their job, or is that a crash program ? 

Mr. BaveuMan. For the inauguration we brought in extra agents 
from out of town to assist. Some of the men had long hours, from 
$a. m. to 1 a. m. the next day. Some had been working the night 
before. Of course that was something special. 

Mr. Steminski. They can be geared to that tempo? 
Mr. BavucuMan. Yes. 
























SERVICES FOR OTHER BUREAUS 









Mr. Sreminsxt. I see in your statement you say: “In addition, by 
direction of the Secretary of the Treasury, the Secret Service makes 
investigations for other bureaus of the Treasury Department which do 
not have investigative staffs.” Is that a part of your function, or are 
you credited with that activity ? 

Mr. Baveuman. That is directed by the Secretary of the Treasury. 
That is not specified in 18 United States Code 3056. 
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Mr. Sreminsxi. The Secretary is pretty keen this year in chargin 
to the respective departments expenses incurred in their behalf from 
outside; and you are giving some outside help to other bureaus of the 
Treasury Department, and I hope he is as considerate as possible of 
your needs in connection with performing those outside services ag 
well as your basic functions. 

Mr. Bavenman. We have never charged other agencies. For in- 
stance, we make personnel investigations for the Bureau of Engraving, 
the Mint, the Bureau of Public Debt, and so forth; they do not have 
any investigators. Also alleged criminal violations are sometimes 
investigated. 

Mr. Stemrnsxt. I trust you feel and your men feel that there is ade- 
quate compensation and ‘personnel for this added extracurricular 
activity. 

Mr. Canrtevp. Off the record. 

(Discussion off the record.) 

Mr. Sreminskxt. I think that is all, except that I wish you a very 
successful year ahead. You and your Service has handled itself 
magnificently. Keep it up. The life of our President depends on it, 

Mr. Bavenman. Thank you. 

Mr. Passman. Thank you. 


Wuire House Potice 


Program and financing 


1956 actual | 1957 estimate | 1958 estimate 


a ame Se 


| 

Program by activities: Protection of White House and grounds | 
(total obligations) ood $843, 524 | $859, 000 $865, 000 
Financing: Unobligated balance no longer available - a 13, 476 | 


Appropriation ee ee ay 857, 000 | 859, 000 865, 000 


Obligations by objects 


| 


1956 actual | 1957 estimate = 1958 estimate 





Total number of permanent positions. i ; 163 | 163 
Average number of all employees _ - ‘ ‘ | 152 154 
Number of employees at end of year._ wpheniare ee 149 154 


Average salary and grades: Ungraded positions: Average | “| | 
salary___.- 5 . a $5, 275 | $5, 305 
01 Personal services: 
Permanent positions.- : 
Regular pay above 52-week base | : 
Payment above basie rates___- 8, 15: 16, 108 | 


} 


$822, 041 | 


Total personal services___- | 829, 274 | 838, 149 | 
vs Transportation of things 10 | 
07 Other contractual services | 3, 797 3, 941 
08 Supplies and materials : , 393 16, 800 
09 Equipment d sha! ¢ 100 


Total obligations 43, 5% 859, 000 | 
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Budget authorizations, expenditures and balances 
































1956 actual 195 estimate | 1958 estimate 
————— By) frp r ior 
BUDGET AUTHORIZATIONS AVAILABLE 
TI cian .ense: 0s cil ttinit anand pa viii tndenieienns wieadoleacam $857, 000 $859, 000 $865, 000 
Oblizated balance brought forward eaeae an 64, 348 53, 677 33, 974 
Total budget authorizations available_____...__..__.__.- 921, 348 912, 677 898, 974 
EXPENDITURES AND BALANCES aa | - 
Expenditures— 
Out of current authorizations. - 791, 001 825, 026 830, 826 
Ouwt ef prior authorizations............-.-..2..s.cc..25 62, 883 53, 677 33, 974 
Total expenditures... ___- 853, 884 878, 703 864, 800 
Balance no longer available: 
Unobligated (expiring for obligation) I i caplicacice > neiie eens cepted 
Bl Selb tawbu ick Abd wl 311 deieinsniliilice Resiguicndiiaiamanie 
Obligated balance carried forward 53, 677 33, 974 34, 174 
Total expenditures and balances -._- c “921, 348° “912, 677 , 898, 974 





—_ ~~ — — —_—— — — —— ~ ~—  - —— - 


Mr. Passman. The appropriation for the White House Police 
was $859,000 for fiscal 1957. The estimate for 1958 is $865,000, an 
increase of $6,000. 

At this point in the record we will insert pages 274 and 275 of the 
justifications. 

(The mformation referred to is as follows :) 


SALARIES AND ExPeNsES, WuITE House Ponice, U. 8. Secrer SERVICE 


Analysis of appropriation base for fiscal year 1958 


eee - AOePORUURIO< SI0)  BGis cnicncitheei nisin nied $859, 000 

aemmemental Appropriation, fer) JO na ccteceatinnsnenstscensannss conceues 
EUEAY ARUN, EIEN asic ii insist ecieala a c igg gap dein aaa 859, 000 

Additions: Activity 1. Protection of White House and grounds: Adjust- 

Es tI TOI ans hic ccken 6s nic onset ichepiecietoehcialleacat a aaa ae Micaela eae emen a tee 3, 175 
SIT LINC anal ROG TO NONEID.. .. 1... -1.-c crencannssaescsguiataendeebcitedannsNamtosictmenianliidaabed anti 862, 175 
Increase Over appropriation base for 1958__._.______________-_-_______ 2, 825 

Appropriation estimate for 1966... in cei 865, 000 
Increase or decrease from total appropriation, 1957___.___.___________ +6, 000 


Comparison of appropriation base with appropriation estimate for 1958 


Appropriation base | 
for 1958 | 


inpemtigaaictacisn - 


Appropriation esti- 
mate for 1958 


Increase (+) or 


decrease (—) 





Activity s paiatnapioaeienen tl viatneeipaiiacset = 





| Average Amount | Average Amount | Average Amount 











positions positions | positions | 

ee — — $$$ —— ————} ee | a — ati a 

| | | | 

1. Protection of White House and | 
grounds Saluataaen --| 154 $862, 175 154 $865, 000 |---------- $2, 825 
Adjustment in base --. — ae —3, 175 |---------- | techn apibaiesin ‘i +3, 175 

Total appropriation 1957, | | | 

and appropriation esti- | | | 
mate for 1958............. 154 | 859, 000 154} 865, 000 |. eal 6, 000 

' 
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GENERAL STATEMENT 






The funds requested under this appropriation are for expenses necessary to 
maintain the permanent police force for the protection of the White House ang 
grounds, including personal services, uniforms and equipment and arms and am. 
munition and miscellaneous supplies. 

























Ave 
EXPLANATION OF LANGUAGE CHANGES ‘Nur 
There are no substantive changes in the appropriation language proposed, _ 
Analysis of appropriation base 
—— a penton —— | 01 
Appropriation allo- | Net change in base, 
| eation for 1957 Adjustments in base increase (+-) or de 
| | erease (—) 
Activity eal nichvisiaiibincet nsnlepteunecasgiogsingniennbiinidanbubies = 
me gris | 03 
Average Amount Reduc- Additions | Average Amount 04 
positions tions | positions 07 
—— ——— ——— ee - = — — 0s 
' ; 09 
1. Protection of White House and | | il 
grounds ; 154 $859, 000 |...-..- | $3, 175 +-$3, 175 
pe oe a as ctl ein te tea _ ne 
18 
Net change in base 
Additions: 1 day’s regular pay above 52-week base___--.___----------~-_ $3, 1% | — 
Mr. Passman. I believe you stated, Chief Baughman, in your gen- 
eral statement, that the increase of $6,000 would be required to cover | — 
1 day’s regular pay above the 52-week base for 1958. 
Mr. Baucuman. Yes, and step up promotions and longevity pay | ~ 
increases. 
Guarp Force \ 
In 


Program and financing 


| 1956 actual | 1957 estimate | 1958 estimate 


| 







' 
Program by activities: 
Safeguarding Government securities and protection of | | 

| 


Treasury buildings (total obligations) - : | $277, 503 $285, 000 | $303, 000 
Financing: 
Unobligated balance no longer available... -._-- : | 7, 497 B 
Appropriation .- , ‘ , ‘ i 285, 000 | 285, 000 | 303, 000 


| | 


in base, 
-) or de 


$y 
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$3, 1% 
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Obligations by objects 





Ce 


Total number of permanent positions. 
Average number of all employees- - --- 
Number of employees at end of year. 


Average salary and grades: 
General schedule grades: 
Average salary -. 
Average grade-_--- 


Personal services: 
Permanent positions... -- 
Regular pay above 52-week base-_. 
Payment above basic rates 


Total personal services. --- 
Transportation of things 
Communication services 


Supplies and materials 

Equipment 

Grants, subsidies, and contributions: 
Contribution to retirement fund. 

Refunds, awards, and indemnities_-. 

Taxes and assessments__ ; 


Total obligations.....--- 


Budget authorizations, 


BUDGET AUTHORIZATIONS AVAILABLE 


ee ‘ 
Obligated balance br: 
Increase in prior year obligations__.-- 


Total budget authorizations available 
EXPENDITURES AND BALANCES 


Expenditures— 
Out of current authorizations - -- 
Out of prior authorizations 


Total expenditures 
Balance no longer available: 
Unobligated (expiring for obligation) ......-__- 
Other__. j as bak 
Obligated balance carried forward 


Total expenditures and balances-- 











1956 actual 


75 
70 


986 

11, 676 
268, 978 | 

9 

977 

, 348 

5, 704 | 
267 | 


100 | 


1957 estimate 


75 
71 
71 


$3, 674 


GS-3.3 | 


ET Rechevns 


1958 estimate 


$262, 050 

1, 300 

12, 200 

275, 550 
25 

980 

1, 425 
8, 020 
200 





16, 700 
100 








277, 503 | 


1956 actual | 


$285, 000 
18, 740 
86 


285, 000 


expenditures and balances 


303, 000 


| 
1957 estimate | 1958 estimate 


$303, 000 
11, 444 





263, 309 | 
18, 798 
282, 107 


7, 497 
29 
14, 193 





303, 826 


303, 826 


273, 556 
14, 193 


287, 749 


299, 193 


314, 444 


12,044 
314, 444 





Mr. Passman. For the guard police force the appropriation amount 

Mr. Passman. For the guard police force the appropriation 
amounted to $285,000 for 1957, and the estimate for fiscal 1958 is 
$303,000, an increase for 1958 over 1957 in the amount of $18,000. 

We will insert in the record pages 279 and 280. 
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(The matter referred to follows:) 


Ad 
SALARIES AND EXPENSES, GUARD Force, UNITED STATES Secret SERVICE 


inalysis of appropriation base for fiscal year 1958 






Regular appropriation, 1957 act_____-______- 
Supplemental appropriation for 1957_- 


























Total appropriation, 1957__- 
Additions: 

Activity 1. Safeguarding Government securities and protection of 
Treasury buildings: Adjustment in base 


> e 






Appropriation base for 1958__ eo ee 
Increase over appropriation base for 1958___...____-_- 


Appropriation estimate for 1958 
Increase or decrease from total appropriation, 1957_ 
Comparison of appropriation base with appropriation estimate for 1958 











| Appropriation base Appropriation esti- Increase (+-) or 
for 1958 mate for 1958 decrease (—) 
Activity ae _ wi 1 
Average Amount | Average Amount Average | Amount V 
| positions | positions | } positions | 
silleis lila cmatmidetiait ——)— bs ‘ aaa 
1. Safeguarding Government secu- | | / | 
rities and protection of Treas- } | 
ury buildings 71. | $303, 000 | 71} $303, 000 | 
Adjustment in base __-.-. --} —18, 000 | | +-$18, 000 Si 
Total appropriation for 1957, | 1 
and appropriation esti- | s 
mate for 1958_. -_ 71 | 285, 000 71 303, 000 |. 18, 000 


GENERAL STATEMENT 


The guard force is unique as a security organization. It is charged with 
responsibility for protecting currency, bonds, checks, and other Government obli- 
gations that are contained in the Main Treasury Building and its Annex in Wash- a 
ington, D. C. To perform their security and protective duties efficiently, mem- 
bers of the guard force undergo a continuing training program in the use of all 
types of weapons, in fire fighting, first aid, and self-defense. 


EXPLANATION OF LANGUAGE CHANGES 
There are no substantive changes in the appropriation language proposed. 


Analysis of appropriation base 


A ppropriation allo- Net change in_ base 
eation for 1957 Adjustments in base increase (+) or de- 
crease : 
Activity os =— a = 
; ' ' 
A verage A mount Reduc- | Additions | Average \ mount 
positions tions positior 





1. Safeguarding Government secu- | 

rities and protection of Treas- | | 

ury buildings ae 71 $285, 000 |...- $18, 000 | - | $18,000 
| 


3 


5 


S 


nount 


| 


-$18, 000 





| with 
t obli- 
Vash- 
mem- 
of all 


sed. 


in base 
or de- 


mount 


- $18, 000 
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Net change in base 


Additions : 
One day’s regular pay above 52-week base_.__-_.__------.-------.- $1, 300 
Government contribution to civil-service retirement cost__.....---- 16, 700 


(Payment to civil-service retirement and disability fund, effective 
July 14, 1957, pursuant to Public Law 854, approved July 31, 1956.) 


EIEN CU i sn co ren Et Oe seas 18, 000 
eee ciammece Emi Te, CII Thine oc ccccisenncc eneeneea aed 18, 000 
I believe in the general statement it was indicated that $16,700 of 
this increase represented contribution to the civil-service retirement 
fund, and the remaining $1,300 represents the approximate cost of the 
additional working day for fiscal 1958. Is that correct? 
Mr. Baucuman. That is correct, Mr. Chairman. 
Mr. Passman. I think that concludes the hearing, Chief Baughman. 
I want to thank you for coming before us. 


Frpsrvary 6, 1957. 
SumMArRy TABLES AND LANGUAGE CHANGES 
WITNESS 
WILLARD L. JOHNSON, BUDGET OFFICER 


LANGUAGE CHANGES, INCOME, ETC. 


Mr. Passman. Now, for the concluding statements and tabulations, 
similar to those on pages 467, 468, and 469 of the 1957 hearings, and 
statement of the proposed language changes. 

Would you care to say something about that, Colonel ? 

Mr. Jounson. Mr. Chairman, I have all the statements that have 
been requested, and I will be glad to insert them in the record at 
this time. 

Mr. Passman. Without objection, they will be inserted in the record 
at this point. 
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(The information referred to is as follows :) 


Personal income, national income, and gross national product, 1929-56 


[In billions of dollars] 





7 | | | | 
| Personal | National| Gross Personal | National! Grogs 
} income | | income 2 | national | income ! | income 2 | national] 


| product 3 product? 


——— 


| | 
Calendar years: || Calendar years— 

Te icelhiae i B 88 Continued 
i oo | _ ee fan 255 277 | 
ee 5 | 60 | iy id 272 | 290 | 
1962...... ie 43 | Se 286 302 | 
i ctnne r | 40 | aie ’ 287 298 | 
Meee csstte 49 | : < 306 | 324 | 

1935...... MC 57 | | 5 x 325 342 
s 5 65 318 | 335 | 

74 2d quarter 4__ 323 339 

68 3d' quarter ¢____ 327 | 344 

73 4th quarter ¢ § 333 352 
82 Fiscal years: | 

10! ft ita ttdtiucwcst 184 190 

138 | 1948... 7 200 209 

170 1949____ 210 223 

183 | 1950... .- . 213 220 

panne | 181 1951__. 242 263 

1946____ 8 180 1952... : aie 263 284 

1947___. 197 | Oe I os Siar ; 281 300 

RS ities | 222 | i 1954... 286 298 

Reich besarte ‘ 216 | 1955 , 294 309 

1950... 240 56... —— 316 334 

i | 


1 Persofial: income:'Sum of all:income fiowing to individuals (including unincorporated business), both 
from production and from payments such as Government pensions and social security benefits. 

2 National income: Net income of individuals and corporations from production, after depreciation allow- 
ances but before income taxes. 

3 Gross national product: Market value of all production of goods and services in the country. 

4 Seasonally adjusted annual rates. 

5 Estimated by Council of Economic Advisers. 


Source: Department of Commerce, except as noted. Office of the Secretary of the Treasury, Analysis 
Staff, Debt Division. 





——————<s, 


Gross 
ational 
oduct? 


402 


|, both 


allow. 


nalysis 


541 


omparison of net budget estimates of revenue with actual revenue, fiscal years 1935—56 
P , , 2 


{All estimates are based on the revenue laws existing at the time of making the estimates; in many years 
there were drastic changes in the law after the estimates were made and these, of course, were reffected 
jn the actual receipts] 


ooo — 














| Percentage increase or de- 
Estimate issued in January crease (—), actual revenue 
Actual rev- | of— over estimate issued in 
Fiscal year enue (net January of— 

| budget re- ey ge ee es) 

ceipts) | | 

| That year | Preceding | That year Preceding 

year year 
—— | | - a — 

Millions | Millions Millions | Percent | Percent 

1935... . a $3, 730.0 | $3, 585.0 $3, 923. 0 4.04 —4.92 
1936. - a 4, 069.0 | 4, 348.0 | 3, 874. 2 | —6.-42 5.03 
1937. - 4, 978.9 5, 628.9 | 5, 568.8 —11. 55 —10. 59 
1938... 5, 615.3 5, 729.0 | 7, 253.4 —1.99 | —22. 58 
1939... --_- J 4,996. 4 | 4, 848.3 | 5, 268.2 | 3.05 | —5. 16 
1940. 5, 186.8 | 4,986.1 | 4,917.5 4.03 5. 48 
1941. - 7, 402.7 6, 817. 2 | 5,351.5 | 8. 59 38. 33 
1942. } 12, 573. 5 | 11, 694.0 8, 051.2 7.52 56. 17 
1943... 21, 996. 6 | 23, 173.8 16, 214.7 | —5.08 35. 66 
1944... pihindndnt 43, 635. 5 40, 528.1 33, 518.8 | 7. 67 30. 18 
1045... : __...| 44,491.8 43.313.7|  38,729.0 2.72 14. 88 
1046. . chedaded 39, 813.9 | 35, 695. 2 38, 352.8 11. 54 3. 81 
SNS, on ahah Rehaltenimiowne 40, 002.4 | 37, 767.0 | 29, 743.7 5.92 34. 49 
1948 41, 753.5 | 42, 661.2 | 34, 872.3 —2.13 19. 73 
1949 37, 695. 5 | 38, 964.3 | 41, 991.7 —3. 26 —10. 23 
«Te 36, 494.9 37, 193.2 | 40, 249.6 —1. 88 | —9. 33 
1951... | 47, 567.6 43, 946.9 | 36, 651.6 | 8.24 | 29. 78 
1952. . . - | 61, 390.9 | 61, 940.2 | 54, 525.4 —.89 12. 59 
1953. _ - 64, 596.1 | 68, 046.9 70, 293.1 —5.07 —8. 10 
1954 - econ | 64, 655.4 | 2 67, 628.7 68, 004. 7 —4. 40 —4.93 
1955... -- 60, 389. 7 2 59, 000. 0 262, 641.8 | 2.36 —3. 60 
1956. . . - oe | 68, 165.3 | 2 64, 500.0 | 260, 000.0 | 5. 68 13. 61 


1 Net budget receipts, general and special accounts, on the basis of the daily Treasury statement or the 
Monthly Government Statement; figures are after deduction of appropriation to old-age and survivors’ 
insurance trust fund, appropriation to railroad retirement account, and refunds of receipts. 

2 Includes the effect of proposed legislation. 


Source: Estimates are as published in the respective President’s budget messages. Actual receipts are 
asshown in the daily Treasury statement of June 30 for the fiscal years 1935 through 1953 and in the Monthly 
Government Statement for 1954 and subsequent years. Office of the Secretary of the Treasury, Analysis 
Staff, Tax Division. 


Note.—Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 


Money in circulation 


[In millions of dollars] 


} 
Money | 
| 


| Money | 
| 


A. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS 


| outside Held by | | outside Held by 
June 30 | Treasury commer- In actual |} June 30 | Treasury commer- In actual 
}and Feder-| cial banks | circulation }and Feder-| cial banks | circulation 
| al Reserve | al Reserve | 
| banks banks | 
1940. $7, 848 | $1, 149 | $6, 699 || 1949 27, 493 | 5, 266 
1941__. 9,612 1, 408 8, 204 1950___. 27, 156 | 5, 185 
1942 12, 383 | 1, 447 | 10, 936 || 1951 27, 809 | 77 
1943 17, 421 | 1, 607 | 15, 814 1952... } 29, 026 , 474 
1944 22, 504 | 1, 623 20, 881 1953. _. | 30, 125 7, 369 
1945_. 26, 746 | 1, 649 25, O97 || 1954 29, 922 , 093 
1946 28, 245 1,729 26, 516 || 1955 30, 229 , 375 
1947___. 28, 297 | 1, 998 | 26,299 || 1956 | 30, 715 , 284 
1948__ 27, 903 | 2, 265 25, 638 | 
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B. MONEY OUTSIDE TREASURY AND FEDERAL RESERVE BANKS, BY DENOMINATION 




























a ee a SE . sole Seite a Pk See Re 
| 
| Paper currency i> 

Coin oS eet pi {steel ous Loctonal titl 

End of month | Total | (including | | | | . 
silver $500 fi 

dollars) | $1 $2 $5 $10 | $20 $50 | $100 or 

| } pri 

SUT enccinie $7, 848 | $599 546 35 | 1,015 1,701 | 1,599 | 485 767 ant 

June 1941_....... | 681 | 625 | 41 1,207 | 2,289] 2,047 607 873 qui 

June 1942. 783 | 704] 451 1,427] 3,099] 3,024 824 | 875 | tio 

June 1943_ 929 834 | 61] 1,793 | 4,565 | 4,778 | 1,195 ¢ 1, 007 

June 1944. __. 1,066 | 906| 72] 2:010| 5,544| 6,326] 1,699 ;| 1am pe 

June 1945. - - 5 1, 205 981} 73] 2,215 | 6,515 | 8,193] 2,132 | 1,393 © rot 

June 1946____- _.| 28, 245 | 1,300 | 998] 67) 2,191 | 6,604 | 9,087] 2,364 | 1,246 per 

June 1947 28, 297 1,355 986 | 64) 2,078 | 6,289 | 8,996 | 2,466 1,257 I}, 

June 1948. _ _. 27,903 1,421 | 1,000} 63] 2,017] 6,085 | 8,737] 2,465 1,17 e 

June 1949_ _ _- | 27,493 | 1,459 | 1,008| 61/ 1,971} 5,931] 8,551 | 2,426 1,12 § 80! 

June 1950 27, 156 1,496 | 1,037} 61] 1,966 | 5,891 | 8,363) 2.386 1,019 Tin 

June 1951 27, 809 1,578 | 1,092 | 64] 2,011} 6,113] 8,663] 2,405 938 

June 1952 | 29; 026 | 1,678 | 1,140] 68] 2,054] 6,323] 9,187} 2.531 gq, | & 

June 1953 | 30, 125 | 1,766 | 1,176} 69) 2,071} 6,527] 9,635] 2,645 849 an 

June 1954 | 29, 922 | 1,795 | 1,183 | 70} 2,023] 6,377] 9,550] 2,659 88 | Co 

June 1955 | 30, 229 | 1,858} 1,226| 72) 2,061 | 6,471 | 9,625] 2,658 77 | un 

June 1956 | 30, 715 | 1,948 | 1,262] 74| 2,090 | 9,838 | 2, 676 7 (| CP 

July 1956 | 30, 604 1,957] 1,258] 74| 2,065 | 9,840 | 2.674 7 «| lat 

August | 30, 757 | 1,967 | 1,267] 74] 2,077 | 6,558 | 9,895 | 2,675 77 nu 

September _. | 30, 768 1,977 | 1,283 | 74)| 2,085] 6.549] 9,866] 2,673 721 3 

October | 29, 839 1, 995 1,296 | 74 2, 080 6, 538 9,892 | 2,679 7 

November | 31,424 | 2,016 | 1,324] 76) 2,144| 6,715 | 10,100 | 2,713 7 po: 


Source: Federal Reserve Bulletin: Circulation Statement of United States Money. Office of Fiscal As 
sistant Secretary. 







































LANGUAGE CHANGES 


EXPLANATION OF CHANGES IN APPROPRIATION LANGL AGE PROPOSED FOR THE 
FiscaL YEAR 1958 


The only appropriation language changes proposed for the fiscal year 1958 
needing explanation relate to the United States Coast Guard. Other changes 
are technical or self-explanatory and are proposed for the purposes of simplifi- 
cation or for bringing the language provisions up to date without altering existing 
substantive authority. 

UNITED STATES COAST GUARD 
Operating expenses, Coast Guard 

A new phrase is proposed for insertion in the appropriation language for this 
title reading as follows: 

“* * *: uniforms or allowances therefor, as authorized by the Act of Sep- 
tember 1954, as amended (5 U. S. C. 2131); * * *” 

In view of the Comptroller General’s decision dated November 29, 1955 (35 
Comptroller General 306), this new language is requested to make funds 
under this title available for the procurement of uniforms or payment of al- 
lowances therefor for certain civilian employees as authorized by the act of 
September 1, 1954 (68 Stat. 1114), as amended by the act of May 13, 1956 (69 
Stat. 49). 

At certain shore establishments and under certain conditions, it has been 
found to be more economical to employ civilian guards than to increase mili- 
tary complements for such purposes. Uniforms for these guards are con- 
sidered necessary so that the wearer manifests the authority of the Federal 
Government to prohibit unauthorized entry to property which must be secure. 

In addition to the above, certain simplifications in the language are pro- 
posed by the deletion of existing references to the Surplus fund—Certified 
Claims Act of 1949 and to specific yearly appropriations. These simplifica- 
tions have been made possible by the new improved accounting provisions con- 
tained in Public Law 798, 84th Congress, which was enacted “to simplify ac- 
counting, facilitate the payment of obligations, and for other purposes.” 
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Reserve training, Coast Guard 

A new phrase is proposed for insertion in the appropriation language for this 
title reading as follows: , 

“* * * repayment to other Coast Guard appropriations for indirect expenses, 
for Regular personnel, or Reserve personnel while on active duty, engaged 
primarily in the administration and operation of the Reserve program. * * *” 

The considerably expanded Reserve training program contemplated in 1958 
and future years, in accordance with the Reserve Forces Act of 1955, will re- 
quire an increased number of personnel for the adtnainistration and opera- 
tion of training and support facilities. It is the policy to rotate these person- 
nel from Regular duty assignments into Reserve training duty and back. Such 
rotation of officers and men to bring a high caliber of active operating ex- 
perience to the Reserve training program means that trained personnel must 
he made available. This requirement increases the number of men mnder- 
going recruit, cadet, and other training, and men in transit, in hospitals, and 
jn disciplinary confinement. These are now being financed from the operating 
expense appropriation, it being impractical to set up small separate training 
and other facilities chargeable only to Reserve training. Experience of the 
Coast Guard has demonstrated that 8 percent of all personnel are in this 
“pipeline” group. Recognizing these increased costs to operating expenses, this 
language will permit repayment to that appropriation in proportion to the 
number of direct administrative and training personnel. 

In addition to the above, certain simplifications in the language are pro- 
posed by the deletion of existing references to the surplus fund—Certified 
Claims Act of 1949 and to specific yearly appropriations. These simplifica- 
tions have been made possible by the new improved accounting provisions 
contained in Public Law 798, 84th Congress, which was enacted “to simplify 
accounting, facilitate the payment of obligations, and for other purposes.” 


87824 - 57—— 35 
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COMPARATIVE BREAKDOWN OF OPERATING APPROPRIATIONS, 1957-58 


Comparative statement of regular annual operatina appropriations for 1957 and 
budget estimates for 1958 





































































| Cause of increase (+) or Gent 
decrease (—) 
|} 1957 appro- | 1958 budget | Increase (+-) Ria ] 
Description priation estimates or decrease ie 
(—) Retirement 
contribu- All other ; 
tion ! 
elspa aliedteeteinie — : a iss 2 
Regular annual operating appro- | 
priation: 
Office of the Secretary: Sala- i 
ries and expenses | $2, 900, 000 | $3, 124, 000 | +-$224, 000 -+-$157, 200 +-$66, 200 
Bureau of Accounts: 
Salaries and expenses 3, 007, 000 3, 155, 000 +148, 000 +115, 000 +33, 000 
Salaries and expenses, 
Division of Disburse- | | | 
ment. 16, 275, 000 17, 595, 000 +1, 320, 000 +-491, 655 +898, 345 Pub 
Bureau of the Public Debt | an 
Administering the public 
debt 45, 500, 000 46,700,000 | +1, 200, 000 L950, 000 4-250, 000 Reft 
Office of the Treasurer, 
United States: Salaries 
and expenses 15, 125, 000 18, 725,000 | +3, 600,000 | +229, 100 +-3, 370, 90 
Bureau of Customs: Salaries 
and expenses 44, 250, 000 19, 650,000 | +45, 400, 000 +92 654. 580 4.2, 745, 499 
Internal Revenue Service: | 
Salaries and expenses 305, 750, 000 331, 500,000 | +25, 750,000 | +16, 884, 142 | LS 865, 858 
Bureau of Narcotics: Salaries 
and expens 3, 450, 090 3, 780, 000 +330, 000 +153, 000 1177.00 . 
U.S. Secret Service ; Tru 
Salaries and expenses 3, 340, 000 3, 584, 000 4+-944 000 4-168, 200 +75, 800 
Salaries and expenses, 
White House Police 859, 000 R65, 000 +6, 000 +6, 000 
Salaries and expenses, 
guard force 285, 000 303, 000 +-18, 000 +16, 700 +1, 300 
Bureau of the Mint: Salarie 
and expenses 8, 653, 500 4, 450, 000 +-796, 500 L915 000 +581. 500 
U.S. Coast Guard: | 
Operating expenses 164, 850, 000 172, 000, 000 +-7, 150, 000 4-1. 062. 000 +6, 088, 000 
Acquisition, construc- 
tion, and improve- 
ment 7, 400, 000 16, 000, 000 +8, 600, 000 4-11, 780 4-8, 588, 220 
Retired pay 24, 925, 000 26, 400, 000 4-1. 475, 000 4-1, 475, 000 
Reserve training 7, 000, 000 16, 000, 000 +9, 000, 000 +-20, 000 +8, 980, 000 
Total, U. S. Coast 
Guard 204, 175, 000 230, 400,000 | +26, 225, 000 +1, 093, 780 +-25, 131, 220 
Total, regular annual 
operating appropria- | 
tions 648, 569,500 | 713,831,000 | +65, 261,500 | 23,058,357 | +42, 203, 148 
Limitation accounts: Office | } Mis 
of Production and Defense | 
Lending 
Liquidation of Recon- 
struction Finance Cor- 
poration 1, 060, 000 915, 000 — 145, 000 45, 000 — 190, 000 at 
Federal Facilities Cor- 
poration 425, 000 50, 000 — 375, 000 2, 400 —377, 400 
Total, limitation 
accounts 1, 485, 000 965, 000 — 520, 000 47, 400 — 567, 400 
Grand total, Treas- ay 
ury Department 650, 054, 500 714, 796,000 | +64, 741, 500 23, 105, 757 +-41, 635, 743 





1 Government contribution to civil service retirement and disability fund, effective July 14, 1957, pursuant 
to Public Law 854, approved July 31, 1956. 


— 


other 


-$86, 800 


+33, 000 


S98, 345 


-250, 000 


370, 90 
745, 420 


R65, 858 


_ 


Comparative statement of appropriations for 1957 and the estimates for 1958 


—_—_—— 


Permanent authorizations 


General and special funds: 


Interest on the public debt 
Interest on uninvested trust funds 


Refunding internal revenue collections, interest- 

Payment to unemployment trust fund 

Contributions for annuity benefits, White House 
Police and Secret Services Forces 

Internal revenue collections for Puerto Rico 

Coconut oil tax, collections for American Samoa, 


Interna] Revenue 


Minor coinage profits, ete 


Silver profit fund 


Expenses of administration of 


claims, act of 1928 


Permanent private relief acts 


settlement of war 


Total, permanent indefinite appropriations 
Public debt retirements payable from ordinary receipts 


and other statutory retirements 


Refund of receipts: 


Refund of moneys erroneously received and covered 


Refunds and drawbacks, 


Refunding internal revenue collections. - 


TUS: «1 ieunindogtemiatianh 


Total, permanent appropriations, statutory public 


debt retirements and r¢ 


of receipts 


1957 appro- 
priations 


$7, 200, 000, 000 
5, 930, 109 

53, 815, 000 

62, 037, 287 


163, 200 


20, 000, 000 


50, 000 
349, 600 
919, 938 


16, 000 
1, 620 
7, 343, 327, 75 


623, 960, 764 


4, 000, 000 
26, 000, 000 
3, 906, 389, 000 


~ 


3, 936, 389, 000 


11, 903, 677, 518 


7, 433, 556, 198 


4, 370, 994, WOO 


4, 299, 494, 000 


12, 456, 917, 970 


1958 estimates | Increase (+) or 


decrease (—) 


$7, 300, 000, 000 -+$100, 000, 000 
6, 231, 089 +300, 980 
53, 845, 000 +-30, 000 


52, 549, 289 —9, 487, 998 
163, 200 
20, 000, 000 


50, 000 
325, 000 
375, 000 


69, 600 
—544, 938 


16, 000 
1, 620 


+90, 228, 444 


623, 867, 772 —92, 992 


2, 500, 000 
3, 000, COO 


—1, 500, 000 





+464, 605, 000 


+-463, 105, 000 


+-553, 240, 452 











177,000 Trust funds (not a charge against revenue 
175 amp Federal old-age and survivors insurance trust fund 7, 313, 217, 889 7, 504, 508, 253 +191, 290, 864 
rey Federal disability insurance trust fund 346, 000, 000 S81, 000, 000 +535, 000, 000 
+6, 000 Pershing Hall Memoria! fund 4, O78 4, 978 
” Unemployment trust fund 1, 804, 457, 487 1, 885, 640, 500 +81, 183, 013 
4.1. 309 Payment of pre-1934 bonds of the Government of 
a the Philippines 145, 000 138, 000 —7, 000 
581, 500 Bulgarian claims fund 3, 087, 500 — 3, 087, 500 
wate bs ~ Hungarian claims fund 3, 016, 250 —3, 016, 250 
ra Rumanian claims fund 21, 090, 000 — 21, 090, 000 
; Losses in melting gold 1, 000 1, 000 
088, 000 Payment of unclaimed moneys 100, 000 100, 000 | 
Refunds, transfers, and -expenses of operation, 
Puerto Rico, Bureau of Customs 6, 100, 000 | 6, 100, 000 | 
Refunds, transfers, and expenses of operation, Virgin | | 
" 980’ 000 Islands, Bureau of Customs 280, 000 | 280, 000 | 
ee Refunds, transfers, and expenses of unclaimed, | 
abandoned, and seized goods, Bureau of Customs 215, 000 215, 000 
131. 200 Expenses, Treasury Department, enforcement title | 
ee III, National Prohibition Act, as amended, 
mI Puerto Rico and Virgin Islands 142, 749 131, 771 —10, 978 
United States Coast Guard, general gift fund_. | 3, 113 3, 225 +112 
» 203, 163 Total, trust funds ; ' 9, 497, 860, 466 | 10, 278,122,727 | +780, 262, 261 
a Miscellaneous accounts: 
Claims, judgments, and private relief acts | 10, 645, 934 6, 650, 000 —3, 995, 934 
Striking of gold medal for Gustaf E. Lambert } 350 —350 
Grand total, Treasury Department | 22, 062, 238, 768 | 23, 456, 486, 697 +1, 394, 247, 929 
-190,00 §— aia’ wae ead SAN sgh Sea SR ee ai alia 
- 377, 400 " — nv re — Tom. wrrerne 
or, PERMANENT APPROPRIATIONS AND TRUST FUNDS 
567. 400 ; “ 7 . . . Btiie 
a, Mr. Passman. You have a statement also on permanent indefinite 
og. | “Ppropriations and on trust funds? 
mo, é . ~ . 
Mr. Jounson. Yes, sir. 
; > ; . car co 
arial Mr. Passman. Insert those. 
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(The information referred to is as follows:) 


TREASURY DEPARTMENT’ 








PERMANENT INDEFINITE APPROPRIATIONS, PUBLIC DEBT RETIREMENTS, AND REFUNDS 
OF RECEIPTS 








Interest on the public debt 
Such amounts are appropriated as may be necessary to pay the interest each 

year on the public debt. Increases in 1957 and 1958 are attributable to the 

current higher interest rates which must be paid on new borrowings or when 

maturing securities are refinanced. 

Interest on uninvested funds 

Under the terms and conditions provided by law creating the trust, interest 
aecruing and payable from the general fund of the Treasury is appropriated 
for transfer to the proper trust fund receipt account. 

Refunding internal-revenue collections, intcrest 

Under 26 United States Code 6611, such amounts as may be necessary for pay- 
ments of interest on internal revenue collections are appropriated. 

This account was established on the books of the Treasury to provide a sep- 
arate accounting for the interest paid on the refund of internal revenue collec- 
tions. (Treasury Announcement of Account Symbols and Titles No. 2752, dated 
July 16, 1954.) Since the Budget Document, the monthly Treasury statement, 
and other reports treat the principal of the refunding account as a reduction of 
receipts, and the interest payments are treated as expenditures, the separation of 
the items into two separate accounts facilitates the proper accounting. 
Payment to unemployment trust fund 

At the end of each year, the Secretary of the Treasury estimates the excess 
of Federal unemployment tax receipts, during the year, over administrative 
expenditures for unemployment compensation and employment service adminis- 
tration. This appropriation transfers the estimated excess into the unemploy- 
ment trust fund, where it is allocated to the Federal unemployment account to 
build up a loan account and is thereafter allocated to the trust accounts of the 
various States. Payments covering 2 years were made during 1956 to place 
the accounts on a current basis. 


Contributions for annuity benefits, White House Police and Secret Service 
force 

The District of Columbia is reimbursed for retirement benefits paid to person- 
nel of the White House Police force and the Secret Service. The appropriation 
covers the difference between the amounts paid to beneficiaries and the amount 
deducted from salaries for retirement purposes. 
Internal-revenue collections for Puerto Rico 

Taxes collected under the internal-revenue laws of the United States on 
articles produced in Puerto Rico and transported to the United States or con- 
sumed in the island are paid to Puerto Rico. 
Coconut oil tax, collections for American Samoa, internal revenue 

All taxes collected under the internal-revenue laws of the United States on 
coconut oil produced in American Samoa or from materials produced in that 
Territory are paid to the treasury of American Samoa. 
Minor coinage profits, etc. 


A portion of the gains resulting from cointage of metals into 1-cent and 5-cent 
pieces is appropriated to cover the cost of wastage incurred in the coinage and 
recoinage of minor coins, and the cost of distributing such coins. 


Silver profit fund 


silver coins, and with the cost of distributing such coins. 
Erpenses of administration of settlement of war claims, act of 1928 


This fund is derived from moneys in the German special deposit account. 
Such funds are deposited in a receipt account and appropriated for a portion 


A portion of the gains resulting from the coinage of silver bullion is appro | 
priated to cover the cost of wastage incurred in the coinage and recoinage of | 
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of the administrative expenses incurred in paying awards under the Settlement 
of War Claims Act of 1928. 


Permanent private relief acts 
Statutory awards are paid to Herman F. Kraft and Sara E. Edge. 


Cumulative sinking fund 

There is appropriated to the cumulative sinking fund annually a sum equal 
to (1) 2% percent of the amount of certain bonds and notes issued under 
the Liberty Bond Acts and outstanding on July 1, 1920, less an amount equal to 
the par amount of obligations of foreign governments held by the United States 
on that date, (2) an amount equal to the interest which would otherwise have 
been payable on bonds and notes which have been retired out of the sinking fund 
during the years, together with (3) 214 percent of certain expenditures during 
the 1930's. The sinking fund is available to retire bonds and notes at maturity 
or to purchase them before maturity. 


Obligations retired from Federal intermediate credit bank franchise tag receipts 

The amounts paid as franchise taxes by Federal intermediate credit banks are 
used in the discretion of the Secretary to supplement the gold reserve or to 
reduce the bonded indebtedness of the United States. 


Refund of moneys erroneously received and recovered 

Certificates of settlement, approved by the General Accounting Office, are 
paid for amounts which Federal agencies have erroneously deposited into the 
Treasury as miscellaneous receipts but which should have been deposited into 
other accounts or returned to the payees. The amounts reflected for 1957 include 
refunds improperly withheld from common carriers in prior years. 


Refunds and drawbacks, customs 


Overpayments are refunded, and drawbacks of duties upon exportation of 
previously imported merchandise are paid as required. 


Refunding internal-revenue. collections 
The act of June 19, 1948 (62 Stat. 560; 26 U. S. C.), appropriates such amounts 
as may be necessary for refunding internal revenue collections. 


TRUST FUNDS 


Federal old-age and survivors insurance trust fund 


Under the Federal old-age and survivors insurance system, workers and their 
employers make annual contributions in the form of taxes on wages toward 
the benefits which will be payable when the worker reaches 65 or when he dies. 
An amount equal to the annual contributions, including interest and penalties, 
is appropriated to this trust fund for benefit payments and administrative 
expenses, part of which is being used for a building to house the Bureau of 
Old-Age and Survivors Insurance. The excess of income over outgo and annual 
interest are invested in Government securities. 


Federal disability insurance trust fund 


The Social Security Act provides disability insurance benefits for certain dis- 
abled individuals. An amount equal to one-half of 1 percent of wages paid and 
three-eighths of 1 percent of self-employment income is appropriated to the fund 
for benefit payments and administrative expenses. The excess of income over 
outgo and annual interest are invested in Government securities. Under the 
provisions of the act, the Secretary of Health, Education, and Welfare will 
determine, at the end of each year, that portion of the administrative expenses 
of the Bureau of Old-Age and Survivors Insurance which is a proper charge 
to this fund. The amounts shown for the administrative expenses are subject 
to further refinement of the processes for allocating costs between the Federal 
old-age survivors insurance trust fund and the Federal disability insurance 
trust fund. 


Pershing Hall memorial fund 
The Secretary of the Treasury may invest and reinvest the principal of the 
Pershing Hall memorial fund in interest-bearing United States bonds. Earnings 


are appropriated for payment to the national treasurer of the American Legion 
for use in the maintenance of Pershing Hall in Paris, France. 
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Unemployment trust fund 

Under the Social Security Act the Secretary of the Treasury holds in the unem- 
ployment trust fund all moneys deposited by a State agency from a State unem- 
ployment fund or by the Railroad Retirement Board to the credit of the railroad 
unemployment insurance account; invests such portion of the fund as is not 
required to meet current withdrawals; and credits the fund with interest on, and 
proceeds from the sale or redemption of, any obligations held in the fund. The 
Federal unemployment account is available for loans to States whenever benefit 
payments made any State seriously depletes its balance in the unemployment 
trust account. 


Payment of pre-1934 bonds of the Government of the Philippines 

This trust account was established by the act of March 24, 1934, as amended 
by the Philippine Independence Act of 1939, for the purpose of paying principal 
and interest on outstanding bonds of the Philippines, its Provinces, cities, and 
municipalities, issued prior to May 1, 1934, under authority of acts of Congress, 
Appropriations are made from receipts from net proceeds from premium or 
discount on investments. The value of the outstanding bonds is $4,928,850. 


Bulgarian claims fund 

Hungarian claims fund 

Rumanian claims fund 

Italian claims fund (no approprozimate estimate) 
Soviet claims fund (no approximate estimate) 


Yugoslav claims fund (no approximate estimate) 

The Foreign Claims Settlement Commission is authorized to adjudicate claims 
of American nationals against Bulgaria, Hungary, Italy, Rumania, Soviet Union, 
and Yugoslavia. Upon certification by the Commission, the Secretary of the 
Treasury is authorized to make payments on awards. Final payments are to be 
made on the claims as follows: Bulgaria, 1959; Hungary, 1959; Italy, 1958; 
Rumania, 1959; Soviet Union, 1958; and Yugoslavia, 1957. 

Losses in melting gold 

There is appropriated out of the receipts covered into the Treasury under 
section 7 of the Gold Reserve Act of 1934, by reason of the reduction of the 
weight of the gold dollar by proclamation of the President, January 31, 1934, an 
amount sufficient to cover the difference between the value of gold as carried in 
the general account of the Treasurer of the United States and the value of such 
gold after melting and refining. 

Payment of unclaimed moneys 

Payments are made to individuals who establish their right to moneys held in 
trust pending claims of owners. 

Refunds, transfers, and expenses of operation, Puerto Rico, Bureau of Customs 

Customs duties, taxes, and fees collected in Puerto Rico are deposited to this 
account. After operating expenses have been provided for, available balances 
are transferred to the treasurer of Puerto Rico. 

Refunds, transfers, and expenses of operation, Virgin Islands, Bureau of Customs 

Customs duties, taxes, and fees collected in the Virgin Islands are deposited 
to this account. After operating expenses have been provided for, available 
balances are transferred to the treasury of the municipalities of the Virgin 
Islands of the United States. 

Refunds, transfers, and expenses of unclaimed, abandoned, and seized goods, 
Bureau of Customs 

All proceeds of the sale of abandoned and seized merchandise are deposited 
to this account. Expenses of sale are paid and net proceeds transferred to 
miscellaneous receipts. 

Eazpenses, Treasury Department, enforcement title III, National Prohibition Act, 
as amended, Puerto Rico and Virgin Islands 

Advances are made by the insular government of Puerto Rico to pay expenses 
in connection with the enforcement of internal-revenue laws relating to indus- 
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trial alcohol in that island. 


There are no industrial-alcohol plants operating in 
the Virgin Islands. 


United States Coast Guard general gift fund 


This trust fund is maintained to account for gifts or bequests for use of the 
Coast Guard. 


MISCELLANEOUS ACCOUNTS 


Claims, judgments, and private relief acts 


This account is a consolidation of various claims aceounts such as: Judgments, 
Court of Claims, judgments, United States courts, awards of Indian Claims 
Commission, relief of individuals and others by private law, claims for damages, 
etc. 

The Supplemental Appropriation Act, 1957, authorized an indefinite appropria- 
tion for, as certified by the Comptroller General, of judgments rendered not 
in excess of $100,000 in any one case by the district courts and the Court of 
Claims with such interest and costs as specified. The estimate for this indefinite 
appropriation amounts to $6,650,000 in both 1957 and 1958. 

The definite appropriation in 1957 of $3,995,934 represents amounts actually 
appropriated by the 84th Congress. No estimates of definite appropriation re- 
quirements for 1957 or 1958 were printed since such items are taken into account 
as contingencies in the President’s budget. 


Striking of gold medal for Gustaf E. Lambert 
Gold medal provided by the Supplemental Appropriation Act, 1957. In recog- 


nition of services rendered in connection with yellow-fever investigations in 
Cuba. 


OBLIGATIONS, NUMBER OF EMPLOYEES, ETC, 


Mr. Passman. Have you tabulations as at pages 476, 477, 478, and 
479 of the 1957 hearings? 

Mr. Jonnson. Yes, sir. 

Mr. Passman. Will you insert that in the record for us? 

Mr. Jonnson. Yes, sir. 

(The information referred to is as follows :) 


Summary of obligations by object class (excluding trust accounts), fiscal year 1958 


. ee mee een nae 















Object class General and Limitation Total 
special accounts accounts 

Sie ' we ee oe 
01 Personal services $480, 819, 337 $734,700 | $481, 554, 037 
02 Travel 15, 278, 784 | 18,000 | 15, 296, 784 
03 Transportation of things 7, 148, 404 | 300 | 7, 148, 704 
#4 Communication services ‘ 16, 340, 697 19, 700 | 16, 360, 397 
05 Rents and utility services 5, 182, 519 | 82, 500 | 5, 265, 019 
0% Printing and reproduction 25, 317, 095 | 3,000 | 25, 320, 095 
07 Other contractual services , 291 53, 200 | 46, 837, 491 
0 Supplies and materials , 192 6, 200 | 32, 310, 392 
# Equipment Oe Vis accuueeehonn 27, 545, 910 
10 Lands and structures 79, 240 “a sane 4, 379, 240 
li Grants, subsidies and contributions , 489 mee on 72, 762, 489 
Contribution to retirement fund , 591 47, 400 | 23, 106, 991 
12 Pensions, annuities and insurance claims 986 |... cnn iat 27, 816, 986 
13 Refunds, awards and indemniti 4, 400, 481, 009 : 4, 400, 481, 009 
14 Interest 7, 360, 076, 089 ‘ 2 7, 360, 076, 089 
15 Taxes and assessments 1, 603, 948 1, 603, 948 
Unvouchered 20, 000 20, 000 
lotal obligations 12, 546, 920, 581 965, 000 | 12, 547, 885, 581 








Total, annual oper 















































as follows: 


990 


Reconciliation 





ating and limitation accounts_______.____--~__ 
Total, permanent appropriations, statutory public-debt require- 


$714, 796, 000 


SOR NEE RR RGEID SO I i circ eee bien ecthesiite 12. 456, 917, 970 
Cumulative sinking fund (appropriation carried forward)-— ~~~ — 623, 790, 572 


Obligations retired from Federal intermediate 


credit banks, 


franchise tax receipts (appropriation transferred to public 


debt receipts) 


Total obligations______~ 


siniasicatetaln~sacciendellens Spoken chiagpipstichegeatialae scaling Giill tah ephapsie Seine Abe ocedisaeiieniles — 77, 200 
Unobligated balance brought forward 


Unobligated balance carried forward 


bebe deny es 4-489, 799 


salience ited uneaavinaadioanciel — 450, 407 


= 


SER Ss Nees (doo 885, 58] 


Average positions under appropriated funds, fiscal. years 1956, 1957, and 1958 
(actual and estimated) 


Bureau and appropriation or limitation 


Civilian employees: 


Office of the Secretary: Salaries and expenses 
Bureau of Accounts: 

Baier OR ORG. CEDARS. .. 3 soci necieecach~deetresenechs 
Salaries and expenses, Division of Disbursement ___- 
Bureau of the Public Debt: Administering the Public | 
Debt Lee sithdes adamant alana i Als ap nak cl sce 
Office of the Treasurer, United States: Salaries and | 

expenses soicname 5 = Aiea Nepean abana et maipann «tibhaete 
Bureau of Customs: Salaries and expenses.___________- 
Internal Revenue Service: Salaries and expenses. -.--..- se 
Bureau of Nareoties: Salaries and expenses.............-... | 
U. 8. Secret Service: 
Salaries and expenses- 
Salaries and expenses, W hite House Police. 
Salaries and expenses, Guard Force 
Bureau of the Mint: Salaries and expenses 
U. 8. Coast Guard: 
Operating expenses r i 
Acquisition, cons struction and improve ments.._- 
Reserve training ott 


Total, regular annual operating appropriations 
Office of Production and Defense Lending: 
Liquidation of Reconstruction Finance Corporation 
Federal Facilities Corporation. - eats 
Total, limitation accounts 


Total, civilian employees ! 


Military personnel: 


Operating expenses, Coast Guard 
Reserve training, Coast Guard-. 


Total, military personnel...................--- 


Grand total 





Actual Estimated average 
average positions 
positions, <— Site 
1956 i 


432 | 436 | 430 
361 | 365 365 

1, 892 1, 895 | 1,92 
3, 640 3, 726 3. 660 
942 815 812 

7, 266 7,314 7, 504 
52, 682 53, 185 | 54, 219 
380 | 414 435 
409 | 430 | 4% 
152 | 154 1M 
70 | 71 71 

573 | 621 735 
3,177 | 3, 164 3, 178 
22 | 36 40 

’ ; t 


158 | 117 93 
103 47 5 
261 164 Ws 
72, 282 72, 856 74, 215 





25, 934 | 26, 209 | 26, 567 

125 | 393 | sil 
26, 059 | 26, 602 7, 378 
"98, 341 | 99, 458 | 101, 593 


1 Does not include average positions to be paid from Bureau of Engraving and Printing (revolving fund) 


1956 (actual) 3,758; 1957 (estimate) 3,667; 





and 1958 (estimate) 


4,159. 
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Statement reflecting, by organization, the number of employees actually on the roll or 


96, 000 estimated to be on the roll on the dates specified 
17, 970 Actual Estimated 
90, 572 Bureau or office 


| } 
| June 30, Dec. 31, | June 30, | Dec. 31, | June 30, | Dec. 31, | June 30, 
1955 1955 | 1956 1956 | 1957 1 1957 | 1958 






































rp > Civilian Employees | } | 
0, 407 Office of the Secretary...._.....-.- 435 436 | 452 432 | 447 | 445 | 447 
"> Bureau of Accounts ! en dcmptontea. a 2,204| 2,207] 2,237 2, 247 2, 232 2, 282 
Bureau of the Public Debt s - 3, 711 3, 586 3, 700 3,637 | 3,748 | 3,727 3, 699 
Office of the Treasurer 1,088 | 1, 057 | 989 916 | 917 | 935 | 927 
i. Office of the Comptroller of the | | | | 
1 1958 Currency ; ; aod eee tole ee 1, 084 1, 109 1,160 1, 160 
Bureau of Customs Be 8,100} 8,020} 8,122 | 8,230 8, 366 8, 585 8, 664 
Internal Revenue Service 50,910 | 51,200 | 50,698 51, 352 51, 668 52,718 | 52,718 
—_—. Bureau of Narcotics__- 384 | 383 | 377 | 413 428 | 442 | t42 
Bureau of Engraving and Printing 4, 005 3, 653 3, 568 3,597 | 3,775 | 4,159 4, 130 
rage U. 8. Seeret Service 620 | 630 629 | 634 655 | 645 | 645 
Bureau of the Mint 7 735 681 728 | 759 735 | 807 | S07 
—-.. U.S. Coast Guard 5, 082 4, 865 4, 769 | 4, 746 4, 869 4,944 | 5, 083 
oa Office of Production and Defense | } 
1958 Lending ! 437| 272 234) 185 138} 101 | 9% 
Total, civilian employees --| 78, 988 78, 124 | 77, 585 78, 222 | 79,102 80, 900 $1, 044 
Military employees: U. S. Coast | | | | | 
430 GUSlis & Joc ica . on 4 28,607 | 29,294 28,377 28,584 | 29,770 30, 445 30, 474 
= —_ a ee aT = no... -_ = 7? — a “——_ . 
1 99 Grand total___. ..+..-------} 107, 595 |} 107,418 | 105, 962 106, 806 | 108,872 | 111,345 111, 518 
’ | | | 
3. 669 i Maximum employment occurs during the 3d quarter of each fiscal year due to the heavy seasonal work- 
819 load. On the roll as of Mar. 31, 1956, 2,468; Mar. 31, 1957 (estimated), 2,487; and Mar. 31, 1958, 2,509. 
7, 504 ‘ : ; : ; i re : 
54, 219 Comparative statement of obligations incurred for the fiscal year 1956 and the first 
435 6 months of fiscal year 1957 (exclusive of reimbursements) 
4% —- = ee eer : = 7 
1M | — | ie ’ 
71 1956 fiseal | 1957 July- 
725 Bureau and appropriation year obliga- December 
| tions obligations 
3, 178 sn Seite banshee thine capstan esl 4 ih ste ees 
40 eee 
85 Regular annual operating appropriations: e 
ae Office of the Secretary: Salaries and expenses -- $2, 840, 967 $1, 522, 268 
74, 117 Bureau of Accounts: 
= Salaries and expenses : : 2, 941,065 1, 533, 163 
Salaries and expenses, Division of Disbursement 15, 687, 907 | 7, 378, 144 
93 Bureau of the Public Debt: Administering the public debt | 45,221,160 | 22, 934, 441 
5 Office of the Treasurer, United States: Salaries and expenses | 15,099,367 | 7, 814, 356 
asssincgaia Bureau of Customs: Salaries and expenses. 44, 044,779 | 22, 370, 034 
9g Internal Revenue Service: Salaries and expenses___- ‘a a 299,860,850 | 154, 486, 415 
a Bureau of Narcotics: Salaries and expenses ; ’ oi 3, 109, 586 1, 664, 191 
5 U. S. Secret Service: 
——— Salaries and expenses J ‘ 3, 109, 897 | 1, 697, 549 
Salaries and expenses, White House Police... = Ca all 843, 524 | 426, 875 
26, 567 Salaries and expenses, guard force } 277, 503 139, 939 
SII Bureau of the Mint: Salaries and expenses. - -.- : cal 3, 642, 241 | 1, 914, 411 
27, 378 U.S. Coast Guard: 
— ——— Operating expenses ad . 160, 876, 100 | 83, 753, 252 
101, 593 Acquisition, construction, and improvements 2, 449, 531 | 6, 493, 935 
Retired pay ‘ 23, 436, 613 12, 271, 111 
ne Reserve training -. 5 - 4,181,912 3, 652, 471 
ig fund) . s a. ae alee a 
Total, U. 8. Coast Guard- a = Tae Sas 190, 944,156 | 106,170, 769 


Total, regular annual operating appropriations - - | 627, 623, 002 | 





Limitation accounts: 
Office of Production and Defense Lending: 


Liquidation of Reconstruction Finance Corporation 1, 383, 383 | 552, 381 

; Federal Facilities Corporation 804, 971 239, 129 
i aie tibialis 
Total, limitation accounts . ._ - ‘ <tan 2, 188, 354 791, 510 
Grand total, Treasury Department 629, 811, 356 330, 844, 065 
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VIOLATIONS OF ANTIDEFICIENCY ACT 


Mr. PassMAn. Do you also have a statement of reports on violations 
of the antideficiency statute? 

Mr. Jonnson. Yes, sir. 

Mr. Passman. Insert that, please. 

(The information referred to is as follows: ) 


Report OF VIOLATIONS OF SUBSECTION (H) SecTIon 3679 REVISED STATUTES AS 
AMENDED (31 U. S. C. 665)—Fiscat YEAR 1956 


UNITED STATES COAST GUARD 
Date of report, November 6, 1956 


Suballotment for the third quarter of fiscal year 1956 made to the command- 
ing officer of the Coast Guard Cutter Winnebago by the commander, 14th Coast 
Guard District, Honolulu, T. H., was exceeded by the amount of $89.49. The 
supply officer aboard the cutter failed to ascertain whether there was a sufficient 
unobligated balance to cover the cost of a purchase prior to authorization. How- 
ever, sufficient funds were available in the allotment of the commander, 14th 
Coast Guard District, to make the necessary adjustment in the subsequent 
quarter. 


Mr. Passman. We thank you very much Colonel, for your usual 
excellent cooperation with and help to this committee in considering 
this appropriation. 

Mr. Jounson. Thank you very much, Mr. Chairman. 

I want to thank the committee for your kind and courteous con- 
sideration during the hearing. 

(Discussion held off the record.) 


STATEMENT OF HON. CHARLES E, BENNETT OF FLORIDA, REGARDING SHRIMP 
INDUSTRY IN GULF OF MEXICO 


Mr. PassMAN. We have a letter here from our colleague, Mr. Charles 
E. Bennett, a very able Member of Congress from Florida. It is a 
letter which the chairman requests should be inserted in the record. 

Without objection, it will be inserted at this point. 

(The letter referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
Howse Or REPRESENTATIVES, 
Washington, D. C., February 4, 1957. 
House APPROPRIATIONS COMMITTEE, 
United States House of Representatives, 
Washington 25, D.C. 

GENTLEMEN: Recently I was contacted by shrimpers in the district which I 
represent and they told me they considered it vital that two Coast Guard boats 
now operating in the waters off Mexico be allowed to continue. They tell me 
that formerly there had been only 1, but recently there have been 2 boats there 
and that 2 are vital because both Campeche and Tampico are involved in shrimp 
ing activities and these locations are so widely distributed that 2 boats are 
required to get the work done. They feel that without these boats, their business 
is imperiled. I will appreciate very much your giving consideration to making 
adequate funds available for two Coast Guard boats in this area. 

Thanking vou and with kindest regards, I am 

Sincerely, 
CHARLES E, BENNETT, M., ¢ 


Mr. Passman. Thank you, gentlemen. 
(Hearing concluded at 3:50 p.m.) 





Tourspay, JANUARY 22, 1957. 


THE TAX COURT OF THE UNITED STATES 





WITNESSES 
HON. J. EDGAR MURDOCK, CHIEF JUDGE 


OTTO W. SCHOENFELDER, ADMINISTRATIVE OFFICER 


0. A. KEETER, FISCAL OFFICER 


Program and financing 


1956 actual 


1957 estimate 


1958 estimate 


eo -|— 
Program by activities: | 
Administration and adjudication (total obligations) - ; $1, 256,996 | $1, 365, 000 $1, 460, 000 
Financing: | 
Unobligated balance no longer available 4 | 


Appropriation etannabtante 1, 257, 000 


Obligations by objects 


1956 actual 


Total number of permanent positions. 


147 151 151 
Average number of all employees _- 142 149 149 
Number of employees at end of year_- 15} 


146 
Average salaries and grades: 
General schedule grades: 

Average salary J : $5, 456 

Average grade 


01 Personal services: 
Permanent positions_. ; ceca 
Payments to be made to retired judges pursuant to 


$1, 045, 529 | 


| 1, 365, 000 


! 1957 estimate | 


151 


$5, 


GS8-7.5 | 





$1, 098, 166 | 


$5, 604 
GS-76 


$1, 108, 202 


26 U. 8. C. 7447 80), 638 110, 034 | 122, 138 

Regular pay above 52-week base____ 2, 628 3, 000 

Payment above basic rates 673 500 | S60 

Total personal services 1, 129, 468 1, 208, 700 | 1, 234, 200 

02 . Travel__. 30, 962 | 45,000 | 15, 000 

03 Transportation of things : | 1, 068 2.000 | 2, 000 

04 Communication services | 5, 851 6, 000 | 7, 000 

Penalty and registered mail 1, 249 9, 100 9, 100 

05 Rents and utility services ! 6, 349 6, 400 | 6, 400 

06 Printing and reproduction 13, 770 16, 000 | 16, OOF 

07 Other contractual services 23, 885 29, 300 29, 300 

Services performed by other agencies | 3, 316 3,000 | 3, 000 

08 Supplies and materials_. 15, 056 17, 000 | 17, 000 

09 Equipment. : | 25, 845 22, 000 22, 000 
11 Grants, subsidies, and contributions 

Contribution to retirement fund | 68, 500 

15 Taxes and assessments 177 500 500 


I 1, 256, 996 


1, 365, 000 


1, 460, 000 


Ex] 


Ba 


ob 


—_— Ss 


timate 


60, 000 


$5, 604 
+S-7.4 


08, 202 


22, 138 
3, 000 

SAD 
+4, 200 
15, 000 
2, 000 
7, 000 
9, 100 
6, 400 
6, 000 
9, 300 
3, 000 
7, 000 
2, 000 


8, 500 
500 


0, 000 
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Budget authorizations, expenditures and balances 


} | 
1956 actual | 1957 estimate | 1958 estimate 


| 
BUDGET AUTHORIZATIONS AVAILABLE 


Appropriation - sc ele eae $1, 257, 000 | $1, 365, 000 $1, 460, 000 





Obligated balance brought forward ; 69, 761 | 52, 22 55, 141 
Total budget authorizations available beak ban 1, 326, 761 | 1, 417, 223 1, 515, 141 





| SS SSS 


EXPENDITURES AND BALANCES | 


Expenditures- 


Out of current authorizations_- | 1,205,138 | 1,310,717 | 1,405, 400 
Out of prior authorizations ‘ 65, 498 | 51, 365 54, 500 
Total expenditures son thics edited dae . | 1, 270, 636 1, 362, 082 1, 459, 900 


Balances no longer available: } 








Unobligated (expiring for obligation) | oie 
Other . ane | 3,898 |. a cd 

Obligated balance carried forward 52, 223 55, 141 55, 241 

Total expenditures and balances_____---__- oa | 1, 326, 761 1, 417, 223 1, 515, 141 


Mr. Gary. The committee will come to order. We will take up 
today the budget request of the Tax Court of the United States. 

It appears that the appropriation for the Tax Court for 1957 was 
$1,365,000. The estimate for 1958 is $1,460,000, an increase of 
$95,000. 

JUSTIFICATION DATA 


At this point we shall insert pages 7, 8, 9, 10, and 15 of the justifica- 
tions in the record. 
(The information is as follows:) 


Tax Court OF THE UNITED STATES 
NARRATIVE STATEMENT ON PROGRAM AND PERFORMANCE 


The Tax Court hears and decides cases involving tax deficiencies and claims 
for refunds of excess profits taxes under the special relief sections of the Internal 
Revenue Code, and cases involving determinations of excessive profits on con- 
tracts renegotiated by the Federal Government. 

The court proposes, for fiscal year 1958, a trial program of 160 weeks of 
circuit trial work. Trial calendars will be established in about 70 major 
cities, and should result in closing approximately 5,300 cases. The proposed 
program is required in view of the pending caseload of about 9,900 cases still 
before the court. 

The actual and estimated work volume of the court is presented in the following 
tabulation. 








rae a ei —+ os — Teer se Sead 4 
Actual, | Actual, | Esti- | | Esti- 
1955 1956 | Percent!| mated, | Pereent!| mated, | Percent ' 
| 1957 | 1958 | 
| ; 
a tt - * | | 
Filed 4, 981 4, 591 | —7.8 | 4, 600 | 0 4, 600 | 0 
Reopened bis 169 145 | —14.2 160} +11.0 | 160 | 0 
Closed | 5,333 | 4, 992 | —6.4 5, 200 0 | 5, 300 | +1.9 
Pending at close of year ; 10, 164 9, 908 | —2.5 9, 468 | —4.4 | &, 928 —5.7 


1 Percentage increase or decrease over previous year. 
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SALARIES AND Expenses, Tax.Court oF THE UNITED STATES 


Program and financing 


7 — = 


1956 actual | 1957 estimate | 1958 estimate 
| 


Program by activities: 1. Administration and adjudication | | 




















(total obligation) ead nied --.--------| $1,256,996 | $1,365, 000 | $1, 460, 000 
Financing: Unobligated balance no longer available- - ---- ah 4 | x | : ‘ 
Amaepdinhlat rs. xixe tt kk 5TCATT Saco ..--| 1,257,000 | —_—-1, 365, 000 | 1, 460, 000 
} } | 
Obligations by objects 
Object classification 1956 actual | 1957 estimate | 1958 estimate 
Total number of permanent positions , 147 151 | 151 
Average number of all employees : | 142 149 149 
Number of employees at end of year- --- 142 151 151 
Average salaries and grades: 
(Jeneral schedule grades: 
Average salary... 7 $5, 456 $5, 565 
Average grade GS-7.2 | GS-7.5 
i = 
01 Personal services | 
Permanent positions 5 383 | $1,045,529 | $1,098, 166 | $1, 108, 202 
Payments to be made to retired judges pursuant to 
sec. 7447, Internal Revenue Code, 1954 | 80, 638 110, 034 | 122, 138 
Regular pay above 52-week base 2, 628 3, 000 
Payments above basic rates 673 500 860 
Total personal services 1, 129, 468 1, 208, 700 1, 234, 200 
02 Travel... ; ‘ " | 30, 962 45, 000 45, 000 
08 Transportation of things . er 1, 068 2, 000 2, 000 
v4 Communications 5, 851 6, 000 7, 000 
Penalty and registered mail | 1, 249 9, 100 9, 100 
05 Rents and utilities | 6, 349 | 6, 400 fi, 400 
06 Printing and reproduction | 13, 770 16, 000 16, 000 
07 Other contractual services 23, 885 29, 300 29, 300 
Service other agencies 3, 316 3, 000 3, 000 
08 Supplies and materials 15, 056 17, 000 17, 000 
09 Equipment 25, 845 22, 000 22, 000 
11 Contributions to retirement fund 68, 500 
5 Taxes and assessments 177 500 500 
Total obligations ‘ 1, 256, 996 1, 365, 000 1, 460,000 
Statement showing increases requested for fiiscal year 1958 
1956 appropriation and supplements ---« D1, 200, Woe 
1957 appropriation in annual act . 1,365, 000 
Increase requested for fiscal year 1958. : ; ’ 95, 000 


1958 appropriation request ae este eas __. 1, 460, 000 


ITEMS FOR WHICH INCREASES ARE REQUESTED FOR FISCAL YEAR 1958 


01 Personal services: 


Net payments to retired judges (see. 7447, I. R. C. 1954) $3, 104 
1 additional day’s pay : ‘ 3, 000 
Overtime and holiday pay , , 360 
Terminal-leave payments to retiring judges . 9,000 
(dvaneements in grade for 7 attorneys ; 7, 195 
Adjustment in lapse figure ' 2, 841 


Total increase 01 personal services . _ 25, 500 
04 Communications 1, 000 
Contribution to retirement find : 68, 500 


Total increase requested for fiscal year 1958 95, 000 





) 
wit 


imate 


151 
149 


34, 200 
£5, 000 
2, 000 
7, 000 
9, 100 
6, 400 
6, 000 
29, 300 
3, 000 
7, 000 
2, 000 
8, 500 

500 


0, 000 


000 
000 
000 
000 


104 
000 
360 
000 
195 
841 


500 
000 
500 


000 
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Mr. Gary. We are glad to have Chief Judge J. Edgar Murdock 
with us. We shall be very glad to hear from you at this time, Judge. 


SUMMARY OF INCREASES FOR 1958 


Judge Murpvockx. Would you be interested in a breakdown of the 
$95,000 ¢ 

Mr. Gary. Yes, sir. We would like to know the reason for the 
increase. 

Judge Mcrpock. The total increase, as you stated, is $95,000. The 
reasons for it are broken down here in a way which I think might in- 
terest you. 

Personal services, $25,500: communications, $1,000; and the remain- 
ing $68,500, or a very large portion of the total, is our contribution to 
civil-service-retirement fund, which is a requirement that we have to 
meet. In other words, it does not represent any change in our opera- 
tions at all. 

The personal services is an item of $25,500. Under that we have an 
item of $3,104 w hich will be due to two retired judges in the fiscal year 
1957. This additional amount is required for 12 months’ salary 
payments. 

There will be terminal-leave payments to two judges in the amount 
of $9,000, if they retire or are not reappointed. 

There is 1 a: iy additional pay in the fiscal year 1958. That is $3,000. 

Then there is overtime and holiday pay, principally for the over- 
time pay to deputy clerks on circuit calendars. When a judge is out on 
a circuit calendar, it may become apparent that he is not going to 
finish on Friday, and the parties may ask the judge if he will continue 
on Saturday, or have a late session Friday to accommodate the parties. 
That is the only reason we do it; it is not for our convenience. If the 
parties request us to do it, then we do it. It sometimes happens and 
the $360 additional which would be involved in overtime for the dep- 
uty clerks who, if required to st: ay over, are entitled to overtime pay. 

Our policy for a long time has been to attract. young men from 
law schools to the court with the idea they might stay there approxi- 
mately 214 years—a little more or a little less is a matter of no con- 
cern—as law clerks to the judges. During that time we try to promote 
them, if they are deserving. We start them at the bottom and pro- 
mote them. This item of $7,195, will cover an estimated advance in 
grade for seven attorneys, as their duties and responsibilities increase. 

Another item of $2,841 is described as an adjustment in lapse 
figure. It is to cover the anticipated greater stability of employment. 
In other words, we are not likely to have as much turnover in this 
vear as we have had. I think that possibly is due—and if I am in 
error about this the fiscal officer can correct me—to the fact that 
a number of employees in recent years have reached retirement age. 
During the past year we have had more retirements than we are likely 


| to have in the next period. 


Mr. ScHornrevper. Actually it is less of a turnover than we have 
had in the past. 

Judge Murpvocx. In other words, we are not likely to have any 
turnover like that in this fiscal year. 
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Then there is $1,000 for communications. This adjustment covers 
the estimated imerease in the pro rata billings from the Internal 
Revenue Building central switchboard for the telephone facilities 
of the court. We anticipate that will be $1,000. 

That takes care of the $25,500 item and the $1,000 item, and the 
remaining $68,500, as I say, is due to the legislation enacted by the 
84th Congress requiring that each Federal department or agency 
match the funds deducted from the employee for retirement and 
deposit the same into a fund. We did not have that before so this is 
the first time. That accounts for the principal item of change. 


COMMUNICATIONS 





Mr. Gary. Did I understand you to say that the $1,000 related to 
installation of a switchboard ¢ 

Judge Murpock. No. I do not think it is installation. 

Mr. SCHOENFELDER. No. 

Judge Murpock. You see, our telephone comes in through a switch- 
board and, because we are in the Internal Revenue Building, there is 
one big switchboard to take care of the whole building. I think it 
takes care of the Court of Customs and Patent Appeals, as well as us. 

Mr. ScHOENFELDER. Yes. 

Judge Murpock. This is a contribution we are making to them. 
Why is it different ? 

Mr. Scuoenretper. We have some additional phones that have been 
put in because we have now four retired judges who maintain offices. 
That increases our cost. Also, the pro rata share we are charged with, 
on the billing for reimbursement to the Internal Revenue Service, de- 
pends on the number of people who actually are provided service. In 
recent years, there has been a decreasing amount which Internal Rey- 
enue Service has had to bear because they have reduced their force, 
and that increases our share on a pro rata basis. 


NUMBER OF WEEKS OF TRIAL PROCEEDINGS 


Mr. Gary. The programs budgeted in the past 2 years have esti- 
mated 175 weeks of circuit trial proceedings, with fewer judges of 
the court avaiable than now, when the estimate of the circuit trial 
time is approximately 160 weeks. Why is that? 

Judge Murpock. I think because it has been overestimated in the 
past. The court moves along at a pretty steady pace, and the num- 
ber of weeks of trial does not make very much difference in the de- 
cided cases from year to year. 

Mr. Gary. Have you seen any substantial increase by reason of the 
enactment of the new Revenue Act? 

Judge Murpock. No. But it may be a little early to anticipate 
that, Mr. Gary, because these cases do not hit us until after the statute 
of limitations has expired. 

First the return is filed. Let us take 1954. A person does not have 
to file until April 1955. The Commissioner has 3 years from that time, 
so it would be April 1958 before he has to send out a notice of de- 
ficiency. The statute of limitations permits that length of time. Un- 
til he sends out a notice of deficiency we are not going to get any cases 
for those years. Weare always lagging behind the statutes in matters 
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of that kind. I do not know whether there will be any particular in- 
erease in litigation or whether there will not be. 

I was going to tell you that we move steadily along. For instance, 
Thave here a 7 -year period, beginning with 1‘ 150 and carrying through 
1956. The actual opinions ; gotten out by the judges of the court varied 
from a low of 605 in 1950 to a high of 691 in 1953. They average right 
in there between 600 and 700 opinions which are put out in a year. 
There is no point in having any more calendars than enough to supply 
the judges with that number of cases to decide, so your number of 
calendars depends on how current the judges are. 

One of my problems is to anticipate the time when the judges will 
have completed the cases they have heard and before that time have 
them hear some more, so that by the time they decide their old cases 
some later ones will then be ready for their attention. You see, a time 
has to elapse for the filing of briefs—3 or 4 months—so I just keep 
them set ahead with calendars so that they will always have something 
todo. No judge has ever run out of work in the Tax Court in my 
experience. He has always had cases ahead todo. As long as that is 
taken care of, that is as much work as you can get out of that number 
of judges. 

As to these retired judges, we have 4 of them. Incidentally, 2 of 
these retired judges get the same pay, whether they do any w york or 
not, because 1 of them has had thirty-some years of service and the 
other has had 30 years on the court. They both get full retired pay, 
whether they work or not, but voluntarily they. have come in and 
worked. 

( Discussion off the record.) 

Judge Murvock. We have been a little shorthanded lately. Two 
of our judges retired involuntarily on account of age at the end of 
Beptember 1956, and we have had two vacancies since that time. The 
Treasury is charged with advising of the President as to appointments 
for these vacancies, and I know, from contact with the Treasury, that 
they have been trying very hard to get some suitable replacements, 
but to date they have not succeeded, so we have been without two 
judges since September 30. In other words, for October, November, 

cember, and this much of January, we have been shorthanded one- 
eighth. That has shown up a little in our figures because our pending 
caseload has increased somewhat during that time. 





GRADE RECLASSIFICATION 


Mr. Gary. Will you explain the $7,195 for grade reclassifications ? 

Judge Murpock. Yes. I will be glad to run over it again. 

As I say, we employ younger men, generally, and put them at the 
low professional grades. If “they produce well, then in a year or a 
year and a half we will give them a promotion so as to encourage 
them, and also to encourage other men to come. Then from time to 
time the older men may get a promotion in grade if they have some 
additional duties to perform. 

Mr. Gary. That is for the law clerks? 

Judge Murpock. They are law clerks. I describe them as law 
clerks. I think in the official description they are attorney-advisers, 
but they actually perform the duties of what you and I would under- 
stand as a law clerk. 
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Mr. Gary. How many law clerks do you have? 

Judge Murpock. We have approximately 30. 

Mr. ScHornreiper. We have a maximum authorization of 36. 

Judge Murpock. If we have 36 I am sure there are some vacancies, 
We do not have that many at this time. I have never had but one 
law clerk myself. Some of the judges like to have 2, but I have never 
had but 1. 

Mr. Gary. You have 16 judges? 

Judge Murpock. That is right. You could have 32, plus 1 for each 
of these retired judges, which would be 36. Under the law we could 
have 36. 

Mr. Gary. Authorized ? 

Judge Murpock. Yes; now, some of the judges have men who are 
really sort of career men who have been with the court a long time, 
Others—and I am one of the others—prefer to have young men come 
in from law schools who have promise and who have lively minds, 
I think you get more benefit out of them as law clerks, than you do 
some fellow who has been sitting there too long, but that is a matter 
of opinion. 


OBLIGATIONS 


Mr. Gary. What are the obligations incurred by the court, by ob- 
jects, through December 31? 
Just insert that in the record, please ? 
(The information is as follows:) 


Statement showing obligations by objects through Dec. 31, 1956, for the 
Taz Court of the United States 


re de $585, 551 
02 Travel eas cus cole bese sateree Shak eh egies ok ehopad eaten eee nen ie 13, 684 
03 Transpor tation of things eat eee Aatte tas bean ene eed eee 568 
On Cerri Flea ei i ta igo lliw Daigo , 147 


I a , 671 


3 
Permlig- ened regwetered meh ia i te ts Shee ic iccncn 3, 644 
06 Printing and reproduction 7, 761 


a . (pene WOMCreCCeer Sen 10s. es ee ee eS 10, 548 
ervices ciber arenes. tt ier we HW) 

0G; Sapniten and. ma teriaite s osha i ceils eb geste Sede setts 12, 428 
Ne nnn ee era nes Bain ABR Ba 24, 028 
SO ne I opt ni ced wnpnnnesdancnaw 5 Lites ecaetee 169 


665, 689 





Total obligations through Dee. 31, 1956__ 


Mr. Gary. Mr. Canfield, do vou have any questions ? 
FUNCTIONS OF THE COURT 


Mr. Canrrevp. Judge Murdock, inasmuch as you are now appearing 
before us at the beginning of a new Congress and there are many new 
Members of this Congress, I think it w ould be an appropriate time for 
you now to summarize for this record the functions of the Tax Court. 

Judge Murpock. I should be glad to. There are a couple of cate- 
gories I can clear up very quic kly, because they are the less important 
ones. 

We were given, I believe in 1942, jurisdiction over renegotiation of 
contract cases, and there were 949 such cases docketed with the court. 


As 
pr 
th 
the 
wl 
ext 


as 

the 
ve 
no 
me 
ex 
sO) 
we 
th 
tr 


. 


ICies, 
> one 
lever 


each 


ould 


9 are 
time, 
come 
inds, 
u do 
atter 


ob- 





ring 
new 
e for 
ourt. 
cate- 
‘tant 


n of 
ourt. 


063 


As of December 31, there were only 65 such cases left, and they do not 
present much of a problem at the present time. ; 

There is another type of case which is a little different. During 
the war, as you know, there were very high excess-profits taxes and 
the Congress provided in certain provisions—the principal one of 
which is section 722 of the 1939 code—for relief in special cases from 
excess-profits taxes. 

A total of 2,397 such cases w a e docketed with the Tax Court; and 
as of December 31 there were 513 of those left. Now, unfortunately, 
those cases still present Sine at of a work problem because they 
generally lead to rather lengthy trials, averaging longer than our 
normal standard-issue tax cases, but there are now practically no 
more of those to come in. The source of those cases is practically 
exhausted. For example, we have not had one filed with us now for 
some time. I think during the fiscal year ended June 30, 1956, there 
were 15 such cases docketed, so that our only problem is to dispose of 
the 513 we have. A study of those indicates that there are about 340 
trials involved. We have been getting rid of those cases at the rate 
of about 140 a year, so in the next 2 or 3 years we ought to finish that 
task. 

That brings. us down to our principal caseload, which is income, 
excess-profits, estate, and gift tax cases. Now, in all these tax cases 
in this category, the jurisdiction of the court arises in this way: The 
Commissioner, probably having had conferences with the taxpayer 
over a period of years, comes to the conclusion that the taxpayer owes 
more tax than he has shown on his voluntary assessment through his 
return. So the Commissioner determines a deficiency in tax and 
notifies the taxpayer by registered mail of that determination. That 
gives the taxpayer a right within a specified period—90 days, usu- 
ally—to file a petition with the Tax Court, and that gives the Tax 
Court jurisdiction to hear both parties in a trial in which the tax- 
payer and the Commissioner can introduce before a judge of the 
Tax Court whatever evidence they have on their side of the issues. 
Then they file briefs and the judge who heard the case renders an 
opinion. He is required to make findings of fact if they are not stipu- 
lated, and file a written opinion. 

That opinion then is reviewed by the Chief Judge. Each opinion 
is reviewed by the Chief Judge and if approved by him is then pub- 
lished, and that is the end of it. 

There is just this little more to that story: If the chief judge or the 
judge who wrote this opinion feels that it is a matter which, for any 
reason, might well be reviewed by the full court, the chief judge can 
direct its review by the full court. New issues or novel propositions 
or cases that present considerable difficulty are reviewed by the full 
court. in that way and, after being reviewed, they become the decision 
of the court. 

All decisions of the Tax Court are appealable to a court of appeals 
for a circuit, of which there are 11, including 1 for the District of 
Columbia. The appeal can lie not to one cire uit alone, but it can lie 
almost to any circuit because, although it goes as a matter of right to 
the circuit in which the return was ‘filed, “if any was filed, it can by 
agreement of the parties go to any circuit court of appeals. From 


| there on it is like any other tax case in the Federal judicial system. 
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The Supreme Court is the ultimate court of appeal but, as you know, 
a litigant can go there only on a writ of certiorari, and the Supreme 
Court can grant or deny that. If they grant it, of course they take 
jurisdiction and decide the point. If they deny it, then the decision of 
that circuit is the final answer in that particular case. That is in the 
income, excess profits, estate and gift tax cases. That is the principal 
load of the court over a long period of years. 

The others that I mentioned were temporary. We also had juris- 
diction in those windfall cases one time years ago, and cleaned those 
up a number of years ago. Mostly our problem is tax cases and of 
the kind I described. 

Mr. Scuornrevver. If you want to complete the presentation, the 
present load for income, excess profits, estate, and gift tax proceedings 
is 9.495 cases. 


mse 


DECISIONS 


Mr. Canrtetp. Judge Murdock, the Tax Court of the United States 
is here in Washington. Are all decisions handed down here in Wash- 
ington ? 

Judge Murpock. I am glad you reminded me of that, Mr. Canfield. 
When a taxpayer files a petition with the court, he is encouraged by our 
rules to indicate where he would like to have the case heard. In the 
back of our printed rules, we publish the names of about 50 principal 
cities in the United States where normally we have sufficient caseload 
to justify a trial calendar. Taxpayers then indicate which one of 
those would be most convenient for them, and that is then where the 
case will be calendared for trial. 

The statute so provides. It has a provision in the code that the Tax 
Court is to hear cases at a location convenient to the taxpayers, or 
words to that effect, which we interpret as meaning in some city 
(where a caseload could be accumulated in sufficient quantity to justify 
the trip), which is reasonably convenient to the taxpayers. 

For instance, Mr. Gary would probably have to come to Washington, 
because we never have enough cases in Richmond to justify a calendar. 
But we do have hearings in Huntington, W. Va., because the Com- 
missioner of Internal Revenue has a decentralized force there. We 
used to have them at Charleston, and he shifted that to Huntington. 

We have cases in Philadelphia, Pittsburgh, New York, Chicago, and 
on the Pacific coast, Portland, Oregon, Seattle, San Francisco, and 
Los Angeles, as well as New Orleans ‘and cities of that type. We have 
for this purpose our own courtroom in New York and in Chicago. 
We have two courtrooms in Washington. 

But the number of cases that we hear in Washington arise only 
from the taxpayers, roughly, who file their returns in this general area, 
including northern Virginia and Maryland. We do not have any 
hearings in Baltimore, for example. They would come to Wash- 
ington, too. 
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OF JUDGES 
Mr. Canrieitp. How many Tax Court judges are there, Judge 
Murdock ¢ 
Judge Murpock. There are 16 members of the court, but at the 
present time there are 4 retired judges who are voluntarily on full- 
time, active duty. 
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COMPENSATION OF RETIRED JUDGES RECALLED TO ACTIVE DUTY 


Mr. Canrietp. When you say they are voluntarily on full-time, 
active duty, what do you mean ? 

Judge Murvock. I could call them back whether they requested it or 
not for as much as 90 days in any year, but all 4 of these judges 
have permitted me to call them back for the full 12 months of the 
past years up to date. 

Mr. Canrieip. Those judges get retired pay. When you call them 
back, are there any other fees / 

Judge Murpvockx. Two of those judges get full pay in retirement, 
because they have served over 30 years. If they have served as many 
as 24 years, they would get full pay on retirement. One of them has 
served 30 years even and the other a little over 30 years. 

The other two judges would not get full pay if they really retired. 
Judge Black is one of the judges, and he retired for : age ata time when 
our pay was $15,000 a year, so if he were not on active duty he would 
only get $15,000 a year, but being on active duty he gets by law the 
pay of a full-time judge, a member of the court. 

The other judge is Judge LeMire. He was required to retire be- 
cause he was over 70. When he had served 10 years on the court he 
was required to retire on half pay, which would be, for him, $11,250, 
but he voluntarily serves full time, and of course it is to his adv antage 
to do so, because he gets $22,500. 

Mr. Gary. Will the gentleman yield? 

Mr. Canrievp. Yes, indeed, 

Mr. Gary. What is the compulsory retirement age ? 

Judge Murpock. Well, it is a little complicated, Mr. Gary. Seventy 
is the retirement age, but if some judge at 70 has not served as much as 
10 years he is allowed to continue, if he can make it, until he has served 
10 years. Judge Luther Johnson; whom you probably all know, was 
one of the two who retired in September of 1956, and he was over 
70 when he was appointed. I am not quite sure as to what his age is 
now, but it is about 82. Luther served all of his 10 years when he was 
over 70. 

(Discussion off the record.) 

Mr. CanFietp. Judge Murdock, when you call back into the service 
a judge who has been retired on full pay, does he receive any additional 
compensation ? 

Judge Murpock. No. 


PAY AND FUTURE OF LAW CLERKS 


Mr. Canriecp. You told us about your law clerks. What is the 
average pay of law clerks? 

Judge Murpock. I do not know whether I can answer that question. 
They range from about grade 7 to one whom, I believe, is in grade 15. 
He is assistant to the chief judge and goes with the office rather than 
being attached to any particular judge who may be serving as chief 
Judge. 

Mr. Scnorenrevper. He is a grade 15, but he is distinguished from 
theothers. He isareview attorney. 

Judge Murpock. I wold say they average around $7,500, something 


like that. 
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Mr. Canrievp. They usually come to the judges of the court ag 
graduates of law colleges? 

Judge Murpock. We try to get the placement people at good law 
schools to interest some of their men in coming to the court, and we 
have been pretty successful. 

Mr. CanFiretp. What would you say is their future? Do they usually 
go into private work? 

Judge Murvock. They usually come to us in grade 7 or grade 9, 
and maybe advance a gr: ade in the 214 years they are w ith us, and then 
xo witha private firm at more money. 

Off the record. 

(Discussion off the record.) 


CASE BACKLOG 





Mr. Canrretp. Judge Murdock, you indicate that your total number 
of cases pending is slightly over 10,000. I take it from your justi- 
fications that you anticipate that the docket will be cleared at the close 
of fiscal year 1960 ? 

Judge Murvock. I am not quite sure what you mean by that, Mr, 
Canfield. 

The 10,073 cases we had at the end of December 1956 included section 
721 and section 722 cases and renegotiation cases, and the number of 
income-tax cases, of income, excess-profits, estate and gift-tax cases, 
at the end of December was 9,495. 

Mr. Canrtetp. That is your backlog now ? 

Judge Murpock. That is the backlog right now. 

Mr. Canrretp. Do you have a target date to get rid of that backlog? 

Judge Murpock. No; here is what happens. In the 7 years, 1950 
through 1956, the new cases docketed ranged from a ow of 4,200 in 
1954 to a high of 6,870 in 1952. In 1956 the figure was 4,591, prac- 
tically 4,600, new cases that came in. During that same period, in 
1956, we closed 4,992, or about 5,000 cases. That reduced the pending 

cases a few hundred, but our situation does not change too much from 
year to year, and our own disposition of those cases by opinion does 
not vary very much. How many cases we have at any time depends 
upon the Commissioner of Internal Revenue and how well his men 
have worked to keep cases from coming to us. Suppose we close an 
average of 4,600 cases a year. If they can keep the number of cases 
coming in below 4,600, our backlog goes down; but if their work allows 
more cases to come in than we get out, our backlog goes up. 

Mr. Canrrevp. They are doing that now, are they not, to a degree? 

Judge Murvock. Over a period of time it does not change very 
much. I can give you some figures. 

At the beginning of fiscal year 1950 we had 7,119 cases pending. 
That number increased all the time through 1951, 1952, and along im 
there, until it reached a high in September 1953 of 12.588 cases. 
Since that time it has decreased. The lowest since then was 9,550 in 
March of 1956. At the present time it is 10,073. That increase might 
be attributed to the fact that we have been shorthanded with two va- 
cancies on the court for 214 months. 
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PAYMENT OF INTEREST BY LITIGANTS 


Mr. Canrietp. That leads me, Judge Murdock, to the real question 
I have in mind, and that question is ‘this: Does this number of total 

cases pending in any way represent a loss in taxes to the Government ¢ 

Judge Murpock. No. Although large amounts are usually involved, 
both litigants in our cases are protec ted by interest. Whoever wins is 
going to get interest for the time taken in — the case. Actually, 
say there are 5,100 cases docketed in a yea “Approximately two- 
thirds, or 3,400, of those will be settled without any effort on our part 

except to docket them and deal with nonessentials. We will not have 
tohear them. The other one-third will probably be heard and we will 
dispose of those by opinions. 

When I gave the figure for opinions, those were the actual opinions 
but there may be more docket numbers settled by an opinion, maybe 
12 or 15 or even 30 or 50. Our backlog of cases will depend on whether 
we are getting in more than we are closing i in a given year. What 
would be a normal number is a matter of opinion. 

I was presiding judge of this court in 1942 through 1945, along 
in that period, and at one time in there we were down to 4,400 pending 
cases. There were times when we did not have enough cases in a city 
to justify going there, so that was possibly less than good. 


EARLY TRIAL VERSUS SETTLEMENTS 


If we could knock 2,000 cases off our present backlog, I doubt that 
anybody could appreciate the improvement in the situation. I doubt 
that the trials would occur so much sooner that anybody would ap- 
preciate the difference. I think our trials are not very much behind the 
time when the taxpayers and the Commissioner w ant them anyway, 
because time is an element that works in our favor in these matters 
because it brings the parties to a settlement-mindedness. If we rushed 
the trial of these cases as rapidly as we could, we would lose a lot of 
settlements because if they have time to stew over them, both parties 
get closer to a settlement. 

Occasionally somebody comes in and wants a case heard, he is eager 
to have it heard. If we can accommodate him we do so, but it does 
not happen very often that someone comes in and is in a hurry to have 
his case heard, Most. of them may have in mind that his adversary 
will be more agreeable to settlement if there is a waiting period. And 
then there is the element of interest which protects the winning liti- 
gant. 

So I believe the parties are not too impatient about when their 
eases will be tried. There are some places where we are further 
behind than others. For instance, in New York City our caseload is 
heavier than elsewhere. Then comes Chicago, and I think Los 
Angeles is next. The caseloads there are heavier and we are further 
behind than in other places. In some places we clean out all cases 


| that are ready for trial each time we go out there. 
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PRIORITY 





IN HEARING CASES 












































Mr. Canrtevp. Is there a special order or priority in hearing cases? “ 
Judge Murpock. Only the time when they become ready for trial; 
they are heard in order. 
Mr. Gary. Will the gentleman yield ? 
Mr. Canrievp. Yes. 
SEQUENCE OF EVENTS IN TAX CASES ‘i 
Mr. Gary. As I recall, Judge, the cases are tried in your court if 
the tax has not been paid. If the tax has been paid, the taxpayer | 
has to apply to the district court for a refund. Is that correct? y 
Judge Murpock. The Commissioner makes a determination that 
an additional tax is due. If the taxpayer paid that, he would lose b 
his right to appeal to the Tax Court but he could put in a claim ti 
for refund and sue in the district courts. But when he gets that 
determination that an additional tax is due, he is notified that he 
can file a petition with the Tax Court within 90 days. If he files , 
that petition he may then pay his tax, if he so desires. ; 
By 
PAYMENT OF INTERESTS Lan 
Mr. Gary. After the petition is filed he can pay his tax and stop i ¢ 
the running of the interest ? . \ 
Judge Murpock. Turning it around the other way, if he pays the h 
tax and then wins the case, he will get interest. He does not pay it | $ 
to us, he pays it to the Commissioner, and I think the Commissioner . 
would not accept more than he has determined. : 
Mr. Gary. Well, no. 3 
Judge Murvock. Sometimes a taxpayer wants to pay more than is | ! 
determined because if he gets it accepted and gets a refund, he gets6 | t 
percent interest, and that is pretty good interest. ) f 
Mr. Gary. If the tax is paid before the petition is filed, the appli- | * 
cation for refund has to go to the district court ? | 
Judge Murpock. If you have paid the tax that you are contesting 


prior to the time that i have mentioned, then you would have to sue ; 
in a district court. : 

Mr. Gary. That is if you pay the tax prior to the time of the filing 
of the petition ? 

Judge Murpocr. That is right. 

Mr. ScHornrevper. There are infrequent cases where the suit is 
brought in the Court of Claims. 

Judge Murpock. Yes. There are suits brought in the Court of 
Claims too. It is not limited to the district courts. I cannot give you 
in a nutshell what is the difference between a case that goes to the 
Court of Claims, and a case that goes to the district court. 

Mr. Gary. I was talking about income-tax cases, and practically all 
of them go to the district court. : 

Judge Murpock. The Court of Claims has quite a few income-tax 
cases. 

Mr. CanFrevp. That is all. 
Mr. Gary. Mr. Sieminski. 
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Mr. Sreminsxt. Judge Murdock, first I want to thank you for send- 
ing those briefs to my “office. They were very interesting. 
Judge Murpock. You are very welcome. 


APPEARANCE OF TAX COURT OFFICIALS BEFORE OTHER CONGRESSIONAL 
COMMITTEES 


Mr. Sreminsxi. Do you appear before other committees of Congress, 
sir ? 

Judge Murpock. No. 

Mr. SreminsxI. This is the only committee of the House or Senate 
you appear before ? 

Mr. ScHoEnreLper. The Senate Subcommittee on Appropriations. 

Judge Murpock. I might make this explanation. I have appeared 
before the House Ways and Means Subcommittees on Legislation at 
times. 

Mr. Stemrnsxr. At times? 

Judge Murpock. Yes. For instance, in 1942—I was presiding 
judge ‘at that time; since then they have changed the title to chief 
judge—I was called in and asked whether we could handle those 
renegotiation cases if they gave us that jurisdiction. And sometimes, 
when there is other legislation under consideration, we might be 

called in to discuss something with a subcommittee of the Ways and 
cone Committee. I used to know Senator George fairly well when 
he was chairman of the Senate Finance C ommittee, and he sometimes 
asked me to come up and confer with him, and others in my position 
in the Tax Court have done the same, I imagine. 

Mr. Sreminskr. It would seem other committees would have you 
appear before them every year. We hear you and give or deny you 
the funds you seek, but w ho critiques or corrects errors that might have 
been made in tax legislation? Who in the Congress or in the press, 
for that matter, comes into your field so that we can tighten up and 
improve, if necessary, our tax laws from year to year? 

Judge Murpock. I think they get most of their information from 
the Treasury Department, the Internal Revenue Service. I am sure 
they give their statistics and so on to those other committees. That 
is & guess on my part. 

‘Mr. Stemrnskr. Do you sense there has been an attempt to correct 
some of these violations or misunderstandings that have occurred that 
have caused people to come before the court ? 

Judge Murpock. Yes; I think committees such as the Ways and 
Means Committee, the Finance Committee, and the Joint Committee 
on Taxation, each have their counsel and they are working on things 
of that kind all the time. 

For instance, we had a rather unusual situation the other day. It 
is a relatively unimportant point, but it does have something to do 
with what you are talking about. It had to do with the law on 
dependents. Taxpayers may be entitled to a credit for dependents. 
The former law on this practically limited it to relatives. Congress 
decided that was not quite all it should be, and they enlarged the 
provision to include any member of the taxpayer’s household with 
the necessary dependency, and so forth, but eliminated the relative 
requirement. 
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We had a case the other day of a man living with a woman who was 
still the wife of another man. She had 2 children that so far as-our 
record was concerned may not have been relatives of the taxpayer 
with whom she was living, but she had not lived with her lawful hus- 
band for some years, maybe 2 2 or more years, and apparently had been 
living with the t taxpayer when she had another child. T he ti axpayer 
claimed a credit. for this child and was allowed credits by the Com- 
missioner for all three children; but for the mother of this child the 
Commissioner refused to give a credit as a dependent. Although she 
seemed to be a member of his household in one sense-of the word, the 
Commissioner claimed, because of the immorality involved, public 
policy, and I do not know what all, the credit should not be allowed. 

We decided with a split decision the other day that the taxpayer 
was not to get this deduction, although it seemed tomeet the words of 
the statute. 

That provision was put in there under circumstances such as yon 
talk about. The dependency group was enlarged because Congress 
felt there had been some injustices resulting from the previous pro- 
vision. 

T only tell you this story because it was an unusual sort of situation, 
but it was the result of the type of thing you are talking about. 

Mr. Stemrnsxt. We can leave that in the record and leave out the 
names of the people involved, if you want. 

Mr. Gary. It is a public record. 

Mr. Canrrevp. Off the record. 

(Discussion off the record.) 

Mr. Sreminskt. I always accede here to the wishes of the witness, 
and if he wants it stricken out he may do so. 

Mr. Gary. It is an interesting case. 

Judge Murpock. There are other situations like that, I am sure. I 
just gave that as an example. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Gary. Will the gentleman yield for a minute ? 
Mr. Sreminsxt. Certainly. 


SUGGESTED CHANGES IN LAW CALLED TO ATTENTION OF CONGRESS 


Mr. Gary. Your court, I assume, does like the other courts in that 
when you see a glaring omission in the law, or some provision in the 
law that needs correcting, you do point them out in your decisions 
and at times suggest that they should be changed by Congress? 

Judge Murpock. That is right. Those committees keep pretty 
close touch with our decisions, I know. 

Mr. Sremtnsxr. I wanted to be sure there was a liaison between 
your work and that of your court and the Congress, and that you 
did not feel just because you come here and ask for money that that 
is all there is to it. I had hoped that someone was critiquing and 
calling to the attention of the Congress errors in legislation which 
may be due to an oversight on our part. 
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JOE LOUIS CASE 


For example, in the U. S. News & World Report issue of Janu- 
ary 25, 1957, you come into quite prominent display in your handling 
of the Joe Louis case. Having read this briefly and hurriedly, I 
would conclude there were many things the Congress could do as 
a result of the Joe Louis case in examining its tax structure as it ap- 
plies to individuals, distinguished from corporate entities. A prize 
fighter’s longevity and ability to earn is quite limited. He is given 
no depreciation or obsolescence tax writeoff. Yet, he wears out sooner 
than a factory. 

On page 64 of the January 25, 1957, issue of U. S. News & World 
Report this statement is ae 

People wonder how some tax debtors have been able to compromise debts simi- 
lar to those of Mr. Louis. They hear of all kinds of ways to reduce tax costs— 
corporation executives getting “deferred compensation,” movie stars “incorporat- 
ing,’ companies claiming “depletion allowances” and reporting profits as “capital 
gains,’ and professional men “averaging out” fees over several years. 

If I had anything to do with the tax laws of the United States, 

1 would certainly take an interest in seeing that something was done 
so that a future Joe Louis or a future Sarah Bernhardt would not 
find himself or herself in a similar situation. 

I had a bill introduced in the last session of Congress to give Joe 
Louis relief. It was my intention by introducing the bill, as was my 
intention when I introduced the bill to abolish the New York Port 
Authority, which was a drastic bill, to bring about needed reforms. 
Many reforms took place as a result of the New York Port Authority 
bill. I trust the same will happen for Joe Louis and for those in pro- 
fessional sports and others where the human body is given less tax 
consideration than a machine or a factory. 

Maybe this should be off the record. 

(Discussion off the record.) 

Mr. Steminski. To go back, I am sorry to see that Congress has not 
as yet made any overt attempt to settle a big wide open hole in the case 
of Joe Louis. Whether he is forgiven his debt to Uncle Sam or 
whether he is forced to pay the whole amount, I could not rest easy 
unless I thought Congress had done ev erything possible to prevent 
future such things from happening. Dempsey, Tunney, Carpentier, 
and others did not have the same tax problems that applied to Joe 
Louis. Yet, Joe inherited the hoppla of the game and lost war years 
to earn money while his body wore out more and more. 

It would seem to me that our tax laws, especially as they apply to 
individuals as against corporations, stand in sharp contrast in this 
U.S. News & World Report. For instance, it says: 

Joe Louis held the world heavyweight championship longer than any other 
boxer—from 1937 to 1949. He fought 71 professional fights, losing only 3. Yet 
his fighting career ended at the age of 37. Now, at 42, his big earning days 
are presumably ended. For him ever to pay off a debt as big as $1,250,000 is 
admittedly a virtual impossibility. 


Even if Mr. Louis were in his prime, reigning as world champion, it would 
still be almost impossible. * * * 


Interest alone on the tax debt runs to many thousands of dollars a year. 
Just to pay this interest, Mr. Louis would have to earn a sizable income. 
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To pay off the debt within 20 years—while at the same time paying his current 
income taxes and the annual interest on the debt—Mr. Louis would have to 
earn around $310,000 a year. And that would require the application of his 
entire income to the debt, leaving him nothing to live on. 

The impression in the land is that Joe has not paid a cent. Asa 
matter of fact, because of a series of circumstances, he fell behind in 
his taxpayments. 

Obviously, if we were to apply the rate of depreciation to the human 
body that we apply to a machine, we would have a life span of 
perhaps 7 (5 years and a professional life span of fewer years. And 
a prize fighter has less than average. I feel sure that in a case 
such as Joe Louis’ some adjustment on this basis should be made, 
You gentlemen have a decision to make greater than Solomon had to 
make. I am happy to see that the U. S. News & World Report is 
trying to help the situation. As the President said, it is not only a 
study. of money we need, but it seems to me it is also the application of 
the making of money to a man’s active years. 

Thank you. 

Mr. Gary. Mr. James. 


TAX CASE SETTLEMENTS 


Mr. James. Judge, if a tax case is brought into your court, it is a 
case of a difference of opinion between the taxpayer and the Com- 
missioner, but if after it is brought into your court they find a ground 
of settlement, does your court have to validate or pass on that settle- 
ment agreement ¢ 

Judge Murvock. No. If the parties agree on a settlement, they 
file a sitpul: ition with us that is the basis of our decision or judgment. 
For instance, if they agree that $10,000 of taxes are owed for 1948, 
for example, we will then enter a decision that there is a defici slency 
in taxes for 1948 of $10,000, or whatever amount they agreed to. We 
do not check into the reasons why they settled the case. 

Mr. ScHoenFretper. But it is actually a validation of the stipulation 
of settlement. 

Judge Murpock. We accept the stipulation without investigation 
on our part. 

Mr. James. What I am getting at is whether the determination of 
your court in such matters is a record which can be cited as a prece- 
dent for future like cases ? 

Judge Murpock. No; because our records will not show what the 
considerations were that led them to this agreement. All we have 
is that there was a deficiency determined, the parties came in court, 
and 1 day they came in with a stipulation to settle for such and such 
an amount. 

Mr. James. It has seemed to me—probably this is not the place to 
open it up since your record does not carry through as a precedent— 
that a great many cases of tax disagreements between the Commis- 
sioner and a taxpayer are so similar, and yet it seems to me every one 
of them has to be settled separately. 

Judge Murnockx. Of course our decisions and other decisions on 
tax matters are precedents, and they may be the basis of a settlement 
in any particular case. The Commissioner does not have to agree 
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with our decisions. He has what he calls acquiescences or nonacqui- 
escences. Frequently he indicates in his bulletin that he acquiesces 
in the following decisions of the Tax Court, or he indicates nonacqui- 
escence in certain cases. That indicates to his agents that they are 
or are not to follow those decisions in future cases. 

But in cases that are settled. we have no record to show why they 
were settled. Of course, some may be horse-trading settlements. 
There may be several issues in a case, and the taxpayer may not feel 
too sure of his position on some of the issues, and the Commissioner 
may not feel too sure about his position on some of the issues. They 
get together and say, “What about settling for so much ¢’ 

The Commissioner says, “I will win this point for sure.” 

The taxpayer says, “Yes; but I will win this one.” 

Finally they each compromise a little and close the whole thing. 
They do not know whether they will win any of them or not, but. that 
is always a basis for settlement and we do not inquire into it. 

Mr. Gary. Will the gentleman yield ? 

Mr. James. Yes. 

Mr. Gary. It is only when the principles are established or deter- 
mined that a decision becomes a precedent. When a case goes to trial 
and the Tax Court writes an opinion, then the principle involved in 
the case is decided; the Tax Court states the basis on which it is de- 
cided, and then it becomes a precedent. But no principles are decided 
in a compromise. 

Mr. James. That is why I asked if the court had to pass on it. 

Judge Murpock. We have no idea why they agreed to the settle- 
ment. 

Mr. ScHoeNFELpER. The same would be true in any other court 
where there is a compromise settlement on which a judgment is 
entered. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Judge Murpock. Except for dishonesty on the part of some em- 
ployee, which we probably would not be able to detect anyway because 
we have no investigative power, there would not be any point in our 
inquiring into the settlement. Of course, sometimes there are dis- 
honest Government employees. 

Off the record. 

(Discussion off the record.) 

Mr. Gary. The law gives the Internal Revenue Service the right 
to compromise cases. 

Judge Murpock. Yes. 

Mr. Gary. And they can compromise them and never bring them 
to you at all. 

Judge Murpock. That is right. 

Mr. Gary. If they can agree before the case is brought into court, 
there is no reason why you should go into a case that is compromised 
after it is brought into court. 

Judge Murpock. That is right. 

Mr. Gary. It relieves you of the responsibility of trying the case. 

Judge Murpock. If they did not settle two-thirds of the cases, we 
would be swamped, and would have to do something about it. 
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HYPOTHETICAL CASE ARISING FROM MERGER 


Mr. James. It seems to me there are at least a number of caseg 
that arise out of negotiations between business concerns that are 
going to merge. Tax problems arise with respect to the tax liability 
of the stockholders in the companies that are going to merge, and 
there seems to be, as far as I can find out, no single place in the 
world to which a qualified tax consultant or lawyer who specializes 
in tax matters can go to get an overall ironclad decision as to what 
should be done. 

It just he appens that my question arises out of a situation that I 
know about in which several of the taxpayers involved have r eported, 
on the advice of tax consultants, and paid taxes honestly and in ae- 
cordance with every law, but they have done it in different ways on 
the advice of different tax consultants. Some of them are certainly 
right, and some of them are certainly wrong, and yet the argument 
made by any of these tax consultants sounds reasonable and sounds 
right. 

For instance, some of these people sold part of their holdings 
in one of the merged companies for cash. They had a capital gain 
on the portion of their stock they sold for cash, on which they paid 
a capital-gains tax. 

They also exchanged a portion of their holdings for a preferred- 
stock issue on a pro forma value basis. Nobody in the world knows 
what that preferred stock is worth or is going to be worth, because a 
year after this thing takes place the stock could be worth nothing 
or it could be worth a great deal more than the pro forma exchange 
rate. However, it was an exchange of one class of security in one com- 
pany for another class of security in another company. 

In addition to this, a certain number of the shares of stock of this 
merging company were exchanged for a certain number of shares of 
the common stock of the then holding company. That was also on a 
pro forma value basis. There, again, there is nobody in the world 
who can say to a certainty what the tax, if any, should be until there 
is a sale to determine the going value, or until the preferred stock, 
for example, is called in and paid for. The common stock has a value 
that can only be determined rather accurately by the rate of income 
the stockholders are paid in dividends or until it is sold to a willing 
buyer 

Now, there is a case where there is going to be at least 3, if I under- 
stand the whole situation corre tly, different stoc sboldene who are 
going to report this transaction in 3 3 different ways. 

Judge Murpock. Mr. James, I would not be surprised if we will 
have the case to decide some time. That is the type of case we get 
every once ina while. There is not any easy solution. 

Mr. James. Well, is that not a case which could establish for all 
time a precedent for other similar cases which would follow ? 

Judge Murpvock. The Commissioner, you know, will give you a 
ruling sometimes, if you ask, for things like that. 

Mr. James. But they might get rulings i in two different directions. 

Judge Murvock. The Commissioner himself will give you a ruling. 
Maybe. somebody does not want to follow it, to result in the situation 
you mention. You can apply to the Commissioner for a ruling on any 
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given set. of facts you want to present, if you really have a situation 
like that. Sometimes he will comply, and tell you what he thinks at 
the moment is the correct answer. 

Those cases could all come to the Tax Court, and we would have to 
decide who is right and what are the answers. They are very tough 
sometimes. 

Mr. James. Since I have cited this case which is, as you say, one 
that might come to the Tax Court eventually, or might not, it just 
seems to me that it presents a situation where three different interests 

an honestly disagree. 

Judge Murpock. Oh, yes. 

Mr. James. And yet somebody is in the end going to be right and 
somebody is going to be wrong, and those who are w rong are going 
to pay interest charges. 

Judge Murpock. That is right. We have a complicated system of 
taxation. It isawfully hard at times to know what is the right answer. 

Mr. James. That is all I have in my mind, Mr. Chairman. 

Mr. Gary. Thank you, Judge. 

Judge Murvockx. Thank you, gentlemen, for your interest in the 
subject. I am, of course, glad alw: ays to have somebody talk about it. 
As Mr. Sieminski has indicated, and Mr. James and the rest of you, 
the more people who know about us the better off we are. 

Mr. Sreminskt. I don’t think you are the graveyard, but certainly 
the source of anything that ought to be corrected or implemented in 
the tax law. 

(Discussion off the record. ) 





Wepnespay, Fesrvuary 6, 1957. 
Coast GuaArRD 
WITNESS 


GORDON W. RULE, COUNSEL, NATIONAL ASSOCIATION OF ENGINE 
& BOAT MANUFACTURERS, INC. 


OPERATION OF SMALL BOATS ON NAVIGABLE WATERS 


Mr. Passman. The committee will come to order. 

We have present Mr. Gordon W. Rule, counsel for the National 
Association of Engine & Boat Manufacturers, Inc., who is domiciled 
in Washington, D. C., and who wishes to make a statement. 

Before Mr. Rule proceeds, however, I might state for the record 
that our distinguished chairman, Mr. V aughan Gary, of Virginia, is 
absent today attending a funeral of one of his very dear friends in 
Richmond. This is my ninth year on this committee, and this is the 
first or second time during the entire period that Mr. Gary h: as ever 
missed a hearing. I though you might like to know why he is not 
here. 

Mr. Rute. Thank you very much. 

I am sorry Mr. Gary is not here, but I appreciate very much you 
gentlemen taking this time to let me appear before you very briefly 
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to tell you of an experience that I have had during the last 6 months 
as it relates specifically to the Coast Guard, which is one of the appro- 
priation bills under consideration by this subeommittee. 

1m he association that I represent, the National Association of Engine 

& Boat Manufacturers, is made up of over 300 small-boat-building 
concerns, engine manufacturers, and manufacturers of all sorts of 
gear and accessories that go on small pleasure boats. 

As you probably know, there has been what can be called a phe- 
nomenal increase in the number of small pleasure craft in use in the 
United States since the war. Having in mind that increase, which, 
of course, our members like, we did realize that with this erowth 
there will be problems that the inibeaien will have to face up to, and 
also problems that the cognizant committee, the Merchant Marine and 
Fisheries Committee, which has jurisdiction over all the navigable 
waters of the United States, are interested in. 

We therefore went to the Merchant Marine and Fisheries Com- 
mittee and suggested they might like to study the question of whether 
additional legisl: ition is necessary to regulate pleasure boating on the 
navigable waters of the United States. Mr. Bonner, chairman of that 
committee, felt that the committee should study this matter. 

The committee started public hearings in Washington last July, 
Following those hearings, the committee, during the recess following 
the adjournment of Congress, went allover the United States, up and 
down the west coast, up and down the east coast, the Great Lakes and 
gulf areas, and even the inland areas, St. Louis for example, where 
ple: isure boating has grown. They listened to over 300 witnesses, and 
I was fortunate enough to go to all of these hearings and listen to all 
of those witnesses. As a result, T wanted to come and tell you gentle- 
ment that almost without exception the people of the United States— 
those 300 witnesses who testified—praised the Coast Guard. _I can- 
not conceive of people throughout the country praising a Federal 
agency and praising the personnel of a Federal agency as the people 
of the United States have praised the work of the Coast Guard. 

They said generally three things: 

First, they said if there could be better enforcement of existing laws 
with respect to pleasure boating, a great deal of the problem would 
be solved. 

Secondly, they said the Coast Guard does an excellent job with the 
men and finances at its disposal. 

Third, they have said that they cannot understand why—and they 
put their finger on Congress when they say that—they cannot under- 
stand why the Coast Guard is treated like a stepchild when it comes 
to finances. 

Those are the principal points I wanted to leave with you gentle- 
men, because I thought it might be persuasive and helpful in your 
consideration of the Coast Guard budget. 

Coming specifically to the budget, there is appearing on page 908 
of the President’s budget under “Operating expenses, Coast Guard,” 
this statement : 

The heavy increase in small boat traffic requires that enforcement of motor- 
boat regulations and other safety laws be strengthened in 1958. 

So they have, perhaps specifically for the first time, recognized the 
problem. As you know, under “Operating expenses” there is an 


enw 


~ 


na eae tee be 


ths 
ro- 


ine 
ing 
of 
yhe- 
the 
ich, 
wth 
and 


and 
ible 


om- 
ther 

the 
that 


uly. 
ving 
and 
and 
here 
and 
» all 
itle- 
es— 
can- 
eral 


ople 


laws 


ould 
. the 


they 
\der- 
ymes 


ntle- 
your 


. 908 
rd,” 


10tor- 


1 the 


s an 


577 


increase in funds requested for this year. The breakdown of the 
increase shows that they are asking for $413,789 for 15 mobile search 
and rescue teams. Actually, the ‘Coast Guard requested funds for 
30 such teams and the Bureau of the Budget, or somewhere, it got cut 
to 15. We certainly hope, Mr. Chairman and members of the com- 
mittee, that that item will stay in. It is very small considering the 
roblem and the work that has to be done. As I understand it, they 
have experimented with these mobile rescue teams at Norfolk and they 
are very effective. We urge that that item stay in, and if there has to 
be a cut, in operating expenses generally, we would hope that the com- 
mittee report would say you are not cutting out that item, because 
sometimes if you just cut operating expenses, the Commandant does 
not know which items you have left in and which you have cut out. 
I would like to add that the pleasure boating industry of the United 
States has been paying for gasoline and oil and diesel fuel in Federal 
taxes per year, as near as we can estimate it, $7,880,000 plus to the 
Federal Government. Obviously everybody who uses gasoline pays 
oo. tax, but the people who run automobiles get highways, and the 
a who operate airplanes get airports. 
hat figure does not include commercial fishing craft, just pleasure 
boating. “We may be wrong, but as we see it the best way we could 
get anything from that is ‘for funds to go to the Coast Guard for 
operating expenses to do the various things that are helpful in enfore- 
ing motorboat sa fety laws, and that sort of thing. 
So we do feel that we have paid in a little and it is not too much to 


_ ask that the Coast Guard be given these 15 mobile rescue teams, and 


peuhaps even more. 

I think perhaps that makes the points I wished to make to your 
committee. 

Mr. Passman. Thank you, Mr. Rule. I think I speak for the chair- 
man and every member of this committee when I say that our apprecia- 

_ ation for the ‘Coast Guard is mutual. We hold profound respect for 

| Admiral Richmond, the Commandant. I am somewhat surprised to 
learn that he has held an impression the Coast Guard had been treated 

j}asa stepchild. I am of the opinion that the Coast Guard has been 

j treated very well. So I wish you would elaborate very briefly on 
where such a statement originated. 

| Mr. Route. Sir, here is volume 1 of the hearings that the Bonner 
committee has held, entitled “Study of Recrational Boating Safety.” 
There are going to be at least two more volumes on this. I could pick 
those parts out. It runs throughout the hearings. The people around 
the country have said that, not the Commandant of the Coast Guard. 
| Mr. Passman. I had reference to the appropriation for operating 
| the many phases of the Coast Guard services. 

| Mr. Rute. I see. I thought you meant where does it appear that 
the citizens throughout the country have made this statement. 

Mr. Passman. You have not received the impression it is this com- 
mittee that is treating the Coast Guard as a stepchild ? 

Mr. Rutz. Oh, no. These people throughout the country, though, 
unfortunately say, “Why does Congress treat the Coast Guard like a 
stepchild ?” 

I know it is not this committee and, as a matter of fact, it is not the 
Congress. 
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If I might be specific, there is perhaps a certain amount of relue- 
tance, I think on the part of the Coast Guard itself, to fight a little 
harder for some of the things that they would like to have and need, 
but beyond that I don’t think there is any question. I want to help 
the Coast Guard and not hurt them, but I think the very fact they are 
in the Treasury Department, where I would like to see them stay, and 
{ am not saying they should be anywhere else, but the very fact they 
are there gives the Secretary of the Treasury a great deal more oppor- 
tunity to restrict or limit or cut the appropriation that they feel they 
need in the first instance and never let it get beyond his own Depart- 
ment. 

Mr. Passman. We want to thank you kindly for the benefit of your 
views. 

Mr. Canfield ? 

Mr. Rute. Please don’t infer any criticism of Mr. Humphrey, 
That is just the fact he has more control over his own Department. 

Mr. Passman. Yes. 

Mr. Canrietp. I want to say something about your presentation 
today, Mr. Rule, because I feel that you have at least left the infer- 
ence that the Coast Guard, insofar as its finances are concerned, is 
being treated as a stepchild. It so happens that this is the committee 
which has to do with the finances of the Coast Guard. 

Mr. Rutz. That is right. 

Mr. Canrretp. Down through the years this has been a very Coast 
Guard minded committee. We are known throughout the Congress 
as such, and we are very proud of the Coast Guard—its competence 
and tradition. We are trying to build it up properly to meet the re- 
sponsibilities of this day in which we live. I regret that any of the 
people appearing at these hearings have come to feel that the C ongress 
acting on the rec commendations of this committee, has been negligent 
in properly financing the Coast Guard. 

Mr. Rut». Obviously, sir, the people do not know how the budget 
gets started and the steps through which it goes. When they say 
“Congress, * T am sure it is just a general statement. I know it is 
wrong because I have looked at the budget for years and I have seen 
what was recommended, what was appropriated, and that sort of 
thing. 

Mr. Canrietp. Admiral Richmond would never complain about 
the treatment he receives from this committee respecting his fiseal 
requests throughout the years.. He knows, and the high echelon in 
the Coast Guard knows, that we have been ver y sensitive about their 
requests and we have gone out of the way to promote them as best 
we could. 

Mr. Rute. There is no question about that as to the budget figure 
which comes up to you from the Bureau of the Budget. There is 
no question about that at all. 

I do think that he might have a little different view as to what 
figure he requests and what figure is sent finally from Treasury over 
to Budget. That is a different story, of course. 

Mr. Canrrexp. You are quite right, Mr. Rule, when you emphasize 
the importance of this new problem. The Coast Guard itself tells 
us there are such increases in pleasure boating throughout the coun- 
try, bringing untold thousands of citizens in the role of inexperienced 
boat operators and boating, and they are greatly concerned, 
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The Coast Guard tells us that reckless operation, ignorance, or dis- 
regard of maritime safety rules and improper outfitting of pleasure 
craft have become critical hazards to American safety in many locali- 
ties and the demands for law enforcement and rescue activities have 
increased. 

For that reason they are asking for some additional funds for what 
you term “mobile boarding and rescue teams.” 

Mr. Rute. Yes, sir. 

Mr. CAnrretp. Here is a report from a Coast Guard district com- 
mander who recently provided experimental mobile teams for 2 
months’ operation. He says: 

The thousands of boatowners operating on the inland lakes were completely 
unfamiliar with the Motorboat Act, the Numbering Act, and the Pilot Rules. 
In every instance the local population has been extremely enthusiastic about 
the assistance to the boating public. 

Does your association engage in any activity to inform boat owners 
about these laws and regulations which are important to their safety ? 

Mr. Rute. Yes, sir; we do, and other associations do, too, but we 
feel that voluntary educational efforts do not go far enough. There is 
a lot more that has to be done. 

The situation cannot be allowed to continue where anybody who buys 
a boat or engine can continue to say he doesn’t know what law regu- 
lates him. That is wrong. 

Many of these people do not know what the 1940 Motorboat Act pro- 
vides for them and the Numbering Act provides for them. That is 
why we went to the Merchant Marine and Fisheries Committee, be- 
cause something has to be done. We have not done all we should do 
and we feel the law and the penalties should be made stronger, and 
the Merchant Marine and Fisheries Committee will undoubtedly come 
out with some legislation. 

Mr. Canriectp. We are told by the Coast Guard here this year that 
so many of these-young people buy engines and boats from industry, 
nothing but full-speed ahead. 

Mr. Rute. That is correct. 

Mr. Canrretp. As a result their lives are being endangered and 
people are being injured and many killed. 

Mr. Rute. I don’t mean to say that everybody in the industry feels 


as I have just stated, but our board of directors for our association 


knows there have to be some changes made in the law. 

For example, 16-foot outboard motorboats today don’t have to have 
a number on them. There is no way of identifying them. 

We feel strongly that every motor-powered vessel has to have a 
number so it is identifiable. 

(Discussion held off the record.) 

Mr. Sremrnski. Congress does not always know of ideas and the 
cost of ideas that arise in the field that are presented to the administra- 
tive departments of Government for acceptance and there die. 

We seem to operate, as you say, only on what comes to us approved 
by the Director of the Budget, and we proceed from there. One of the 
observations that I would make on the meeting the whole Appropria- 
tions Committee had the other day with the Secretary of the Treasury 
is that we were challenged by all concerned to cut the budget; in that 
meeting an observation was made that members of the executive branch 
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of government were not allowed presumably to recommend cuts when 
they appeared before our committee. 

As I saw it, that was 50 percent of the pie. We never get, unless 
we ask, as a matter of courtesy, of men who’ appear before us, their 
ideas which if put into use would cost more than the budget allows. 

I don’t know where we can get that figure or those ideas exc ept in 
hearing from men like you. Perhaps Congress should sit every fall, 
from November 15 to December 15, to hear ‘people i in the field, outside 
of government, on activities, as it now hears from executive heads of 
government. 

My first question is, Could you give us a synthesis of the Bonner 
committee hearings? Say, 3 to 5 or 6 suggestions in number that you 
think we need that have hot been appropriated for but which should 
in the interest of the people of the country be put into effect? 

Mr. Rute. The Bonner committee hearings will result in legislation, 
but probably the legislation will not be enacted in this session of 
Congress; it prob: bly will be in the next session of Congress. 

Therefore, to carry out that legislation, I am sure there are no funds 
needed for a couple years. 

But one of the points made around the country was that the Coast 
Guard needs more money right now to enforce the laws that are on 
the books. There is the Motorboat Act of 1940 on the books today. 

Mr. Steminskr. If I were a manufacturer of an engine or a boat, 
would it not be in my best interest to issue with that engine some 
instructions, not. just on the care and oiling and maintenance of it but 
on the operation of that craft in relation to Government ? 

Mr. Rute. Yes, sir; it certainly would, 

Mr. Stemrnsxt. Is that being done? 

Mr. Rute. To some extent. I believe we have to get to the point 
where it goes even further than that. I believe it has to get to the 
point that where a dealer sells a boat or an engine he not only has to 
give out educational literature and infor mation which the person may 
or may not read, but I think he has to take a little time to es the 
fellow a basic test, some kind of basic test. going over 10 or 15 basic 
questions with him and perhaps make him sign a statement that he 
has done that before he buys the boat or engine. 

I think our responsibility goes further than just handing out pieces 
of paper. 

Mr. Stemrnsxti. In other words, you feel the traffic now is so great 
on the water than a boat or engine buyer should do what is done when 
one wants to drive a car, pass some test of competency ? 

Mr. Rute. I am convinced that if the industry doesn’t do it them- 
selves somebody will some day legislate it and make them do it by 
Federal act or State law. It is that simple to me. 

Mr. Sreminskt. Mr. James? 

Mr. James. You have used the words “around the country” in stat- 
ing the general situation, as I think you mean it, that there is danger 
of accidents, and so on. In your words I assume you take in the inland 
lakes and waterways and places where motorboating is a sport and 
in many instances is far removed from the ordinary lanes of activity 
of the Coast Guard? Am [right in that? 

Mr. Rute. Yes, sir. 1 would like to say that these people “around 
the country” haven’t testified that they are in fear of the number of 
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accidents and the danger of the sport. They have testified that they 
thought the Coast Guard should have more money to enforce the 
Jaws. 

Mr. James. The Coast Guard has some responsibility, but I am not 
sure how far it goes. Does it extend to the inland lakes and water- 
ways in the m: tter of inspection, and so forth? 

Mr. Rute. The question of jurisdiction, where the Coast Guard 
authority stops and where the authority of the States over inland 
bodies of water starts, is a completely fuzzy picture. 

The most you can say under the most recent Supreme Court decisions 
is that the Coast Guard has jurisdiction over any body of water that 
is a navigable body of water. Then when they get to define what is 
navigable they say any water that you can float “anything on. 

The Coast Guard jurisdiction, the way it is tested today, somebody 
will say, “We don’t have jurisdiction over this lake; the Coast Guard 
does.” 

The Coast Guard says, “We haven’t jurisdiction over it”, and some- 
times there is a test case. That is the way jurisdiction over some of 
these bodies of water is decided. But the Coast Guard today has 
jurisdiction over a great deal more water in the country than they are 
presently able to police. 

Mr. James. Then I believe one of the great missions that your asso- 
ciation should embark upon would be to ret a pretty clear-cut definition 
in a matter of that kind because it is absolutely beyond reason, both 
as to cost or ability, for the Coast Guard to patrol all of the areas of 
water in this land on which something can be floated. 

Mr. Rute. That is right, sir. In the Bonner committee they have 
studied that problem a great deal. It is silly to think that the Coast 
Guard ever will be built up to the point where they can police. all 
these bodies. Nobody in their right mind could possibly contend that. 

The way we are trying to do it is to get from the Federal Govern- 
ment a so-called model Federal boating-regulation law which is clearly 
applicable to the navigable waters. We have been in touch with ail 
of the Foes and the States have their problem, too. 

Mr. James. It should be the problem of the States. 

Mr. Ru rE. They have been saying to the Coast Guard, “We have 
this problem with respect to these boats. Give us some guidance and 
some help.” 

What we are trying to do is to get a model Federal law first from 
the Federal Government and then have the States—and many of the 
States have indicated willingness to do this—supplement that law 
with a similar State law and have enforcement jurisdiction concurrent 
so that the State policing officials, whether they be county sheriffs or 
what have you, will augment any Coast Guard people who happen 
to be in the vicinity, and it is thought that the jurisdiction for arrest 
and policing can even be extended to Federal game wardens and any 
Federal fish and wildlife officials. 

Mr. James. My view of the thing is that the question of establishing 
rules and regulations and providing for the licensing of motorboats 
within the boundaries of the States is clearly the job of the States, I 
cannot see for a minute why the United States Government should be 
called upon to send an agency of the United States Government, which 
is the Coast Guard, up into one of those fresh-water lakes up in Penn- 
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sylvania, which is my State, to see that the people up there are operat- 
ing motorboats in a manner expected under the proper licensing and 
operation of motorboats. 

Mr. Rute. We don’t want the Coast Guard to have to go to those 
lakes. We are trying to get uniformity. Instead of having 48 dif- 
ferent State laws to regulate pleasure boating, and a 49th Federal 
law, we hope to obtain a model Federal law, have the State follow 
it, and if it is uniform throughout the country then it seems to us 
that this question of jurisdiction, where does one stop and the other 
start, becomes academic. 

Mr. James. Then it is a case not of coming to the Appropriations 
Committee. I don’t think we could choose a favorite among the 12 
agencies of the Treasury Department, but if we were to choose a 
favorite it would very likely be the Coast Guard, so that is how we 
feel about the Coast Guard. 

Mr. Rutz. We certainly do, too. 

Mr. James. But I think if you are going to look for a uniform law, 
and you are going to place under the jurisdiction of the Coast Guard 
interior waters and lakes as well as navigable waters, then the com- 
mittee you want to work with is the committee whose report you just 
cited. 

Mr. Rute. We have been working full time with them. 

Mr. James. We do not write basic legislation in this committee. If 
we do that a point of order can be made against the bill. It would 
seem to me that the legislative committee would be fhe one to handle 
the problem you have before you. 

Mr. Rute. That is why we went to them and they are coming out 
with a report. probably this month, and legislation will be introduced 
which the States are waiting for. They want to implement this so- 
called model Federal law. 

Mr. James. A man should not be allowed to drive a motorboat on 
any stream unless he is licensed to do it, just as a man cannot drive 
acaron any highway unless he is licensed to do so. 

(Discussion held off the record.) 

Mr. CanFieLD. I say to you also, Mr. Rule, that this subcommittee 
has accompanied the leadership of the Coast Guard on surveys on the 
Great Lakes: we have been out in the far Pacific and Atlantic; we 
have seen the Coast Guard in action in the Bering Sea, out through 
the Aleutians; we have gone through loran stations which have been 
difficult to get to; we have been on the icebreakers and on the ocean 
vessels, the weather and rescue ships, both on the Atlantic and Pacific; 
and we have seen the Coast Guard engage in SAR activities in various 
waters. This is a grassroots factfinding committee and we know the 
Coast Guard like no other committee does. 

Mr. Rute. I know that. I have read the hearings every vear for 
several years. 

Mr. Canrietp. We are always out to help the Coast Guard wher- 
ever we can. 

Mr. Rutz. The one thing you don’t know, and there is no way to 
find out actually, is what the Coast Guard tells its own boss that they 
think they need to do the job. They cannot tell you, bec: ause once the 
budget is passed to the Budget Bureau and comes here that is all you 
see. There is a missing link, and I don’t know how you can get it. 
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Mr. Canriecp. You might be surprised if you knew how much we 
knew along that line. 

Mr. Rute. I hope you do, sir. 

Mr. Canrretp. Because we are close to the Coast Guard leadership. 
As I said before, we have been with it in near and far waters. 

Mr. Sremrnskt. In closing I would like to thank you for appearing 
before the committee. It has been a pleasure to hear you. 

Mr. Rute. I was here for the purpose of saying what the people in 
the country have stated. I know Congress is doing what it can, sir. 
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